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EXECUTIVE SUMMARY

This application should serve as further confirmation that Bell South has worked earnestly
and successfully to meet al prerequisites for in-region, interLATA relief under the
Telecommunications Act of 1996 (the “Act” or “1996 Act”). BellSouth has opened the local
exchange in Louisiana to competition by negotiating dozens of carrier-specific interconnection
agreements and filing a Statement of Generally Available Terms and Conditions that has been
approved by the State public service commission. The State commission conducted an extensive
evidentiary proceeding, open to all, to investigate Bell South’ s compliance with the requirements
of section 271. After itsinvestigation, the State commission found that Bell South has met the
Act’ s requirements and that Bell South’s provision of in-region, intertLATA services would serve
the public interest.

Asin South Carolina, for which BellSouth has a pending application for long distance
authority, long distance callersin Louisiana— and particularly average residential users — pay
more than they should for interLATA service because BellSouth has been excluded from the
market. Potential wireline carriers in Louisiana are holding back in offering facilities-based local
service to residential customers even though they can obtain interconnection and unbundled
network elements from BellSouth to ease their entry. These potential competitors are focusing
instead on urban business markets, where they can earn higher profits by selectively “cherry
picking” BellSouth’s most profitable customers.

New competitors ssmply sense no urgency in entering the local market in Louisianaon a
broad basis. Aslong as BellSouth cannot offer its ordinary local customers one-stop shopping,

potential competitors face little risk from holding off aswell. They can ignore residentia callers
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in favor of more lucrative business customers, or postpone entering the local telephone business
altogether, knowing that BellSouth can neither gain an advantage by selling bundled services nor
take a single penny from the incumbents interLATA profits.

With this application, BellSouth seeks to bring greater local and long distance competition
to dl Louisianans. Notwithstanding the limited strategic entry by wireline local carriers,
BellSouth is eligible to file under Track A, 47 U.S.C. § 271(c)(1)(A), because PCS providers
unaffiliated with Bell South have commenced service over their own networks in Louisiana
Under the plain language of the Act as well as this Commission’s prior decisions, these PCS
carriers are “competing providers of telephone exchange service. . . to residential and business
subscribers.” The legidative history of section 271 further makes clear that Track A is satisfied
because these wireless carriers provide a facilities-based aternative to BellSouth for local cals.

BellSouth also has fully complied with the local competition provisions of the 1996 Act.
The Louisiana Public Service Commission (“Louisiana PSC”) conducted a nine-month review of
BellSouth’s compliance with section 271. It also established separate proceedings to ensure that
BellSouth’s resale discount and rates for interconnection and unbundled network elements are
consistent with section 252 of the Communications Act. After thorough investigation into these
three dockets, the Louisiana Commission: (1) concluded that Bell South’s Statement of Generally
Available Terms and Conditions makes available to competitors each of the 14 items required
under the competitive checklist and (2) set aresale discount and cost-based rates and approved
their inclusion in the Statement. Existing wireline carriers, PCS providers, and any other parties
that seek to enter the local market in Louisiana have access to these terms under BellSouth’s

generic statement or their own, custom-tailored agreements.
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Initsreview of BellSouth’s eligibility for interLATA relief, the Louisiana PSC paid
particular attention to competitors’ access to Bell South’ s operations support systems (* OSSs’).
Parties such asAT& T, MCI, and the U.S. Department of Justice will claim in this proceeding that
BellSouth cannot prove such accessis available until competitors actually choose to avail
themselves of it. Yet, after inspecting BellSouth’ s OSS interfaces and procedures and giving
opponents an opportunity to prove alleged deficienciesin alive demonstration, the Louisiana PSC
determined exactly the opposite: BellSouth’s systems, the Louisiana PSC held, “do in fact work
and operate to allow potential competitors full non-discriminatory access.”*

The Louisiana PSC'’ s findings establish Bell South’ s satisfaction of all relevant
requirements under sections 251 and 252 of the Communications Act and section 271’ s checklist.
They rule out the possibility that the limited scope of local wireline competition in Louisianais
attributable to Bell South rather than the business strategies of potential competitors.

In addition to meeting al requirements imposed by the State commission and the Act

itself, Bell South has abided by the general guidance given in this Commission’s Michigan Order?

to the fullest extent possible while still preserving Bell South’ s right to have a court decide
whether certain of these requirements would be consistent with the Act if applied to the factsin

Louisiana. For example, this application includes extensive documentation requested by the

L Order U-22252-A, Consideration and Review of BellSouth Telecommunications, Inc.’s
Preapplication Compliance with Section 271 of the Telecommunications Act of 1996, Dkt. U-
22252, at 4-5, 15 (LPSC rel. Sept. 5, 1997) (“Compliance Order™) (App. C Tab 136).

2 Memorandum Opinion and Order, Application of Ameritech Michigan Pursuant to Section 271
of the Communications Act of 1934, as Amended, to Provide In-Region, InterLATA Servicesin
Michigan, CC Docket No. 97-137, FCC No. 97-298 (rel. Aug. 19, 1997) (“Michigan Order”).
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Commission regarding performance data, pricing, and other matters, notwithstanding pending
proceedings that bear on the legal relevance of such evidence.

The benefits of granting this application are crystal clear. BellSouth has, for example,
committed to establish itsbasic interLATA rates at least 5 percent below those of AT& T
immediately upon entering the market. This discount (and ensuing competitive marketing by all
carriers) would guarantee residentia callersin Louisiana, who are most in need of price relief, the
opportunity to realize savings from along distance carrier they know and can trust. By 2006,
fuller competition as aresult of in-region, interLATA relief will create more than 7,600 new jobs
in Louisiana and increase the gross state product by more than $900 million. Nationwide,
residential customers would save $7 billion per year. That means that these ordinary callers are
losing well over $100 million every week that the Commission delays section 271 relief — a price
tag that should weigh heavily on this Commission.

BellSouth’s entry into interLATA services will ignite competition in Louisiana’ s local
markets aswell. In particular, the mgjor long distance carriers will no longer be able to pursue
other opportunities with the assurance that Bell South cannot sell packages of local and
interLATA services consumers desire. After interLATA relief is granted, moreover, AT&T,
MCI, and Sprint will be freed of all restrictions on their own bundled service packages, which will
add an additional dimension to local competition.

The traditiona justification for excluding Bell companies from interLATA services, and
foregoing such benefits, is that they might dominate interexchange markets through cost

misallocation or discrimination. Y et the 1996 Act, together with longstanding Commission
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regulations, state regulations, and market redlities, renders such misconduct inconceivable. The
local exchange in Louisianais open to competitors. BellSouth will start with zero market sharein
along distance business dominated by entrenched incumbents with vast resources and high sunk
costs, factors that make successful predation unimaginable. Commission rules and procedures
have successfully protected regulated ratepayers when incumbent local exchange carriers have
entered other markets adjacent to the local exchange. Asthe Commission has confirmed, the
1996 Act givesit ample authority to deter anticompetitive behavior and to facilitate detection of
potential violations of the Act.

There can be no basis for delaying level competition by BellSouth in Louisiana, except to
hold back BellSouth until potential entrants such as AT& T and MCI, who have spent the last 21
months plotting regulatory strategies instead of pursuing market entry, are willing to compete.
Any such effort to manage competition would flatly violate the 1996 Act and Congress's
deregulatory policies. Just asimportant, afailure to free BellSouth to compete would — as this
application demonstrates — gravely harm the Louisiana consumers whose interests should be

paramount.
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APPENDIX A
TAB DESCRIPTION
Affidavit Subj ect
1 George F. Agerton BST Section 272 Compliance
2 Guy L. Cochran BST Section 272 Compliance
3 Richard J. Gilbert Public Interest Test
4 John R. Gunter Public Interest Test (Impossibility of Technical
Discrimination)
5 Jerry A. Hausman Public Interest Test*
6 David Hollett Checklist Compliance (Billing Systems)
7 Victor E. Jarvis BSLD Section 272 Compliance
8 David A. Kettler Manufacturing Relief
9 W. Keith Milner Checklist Compliance
10 D. John Roberts Public Interest Test (No Risk of Predatory Pricing)*
11 Richard L. Schmalensee Public Interest Test*
12 William N. Stacy Checklist Compliance (Operations Support Systems)
13 William N. Stacy Checklist Compliance (Performance M easures)
14 Alphonso J. Varner Checklist Compliance and BST Section 272
Compliance
15 Glenn A. Woroch Public Interest Test
16 Gary M. Wright Local Competition
* Affidavits marked with an asterisk were originaly filed with the Commission on

September 30, 1997, as part of the Application by BellSouth Corporation, Bell South
Telecommunications, Inc., and BellSouth Long Distance, Inc., for Provision of In-Region,
InterLATA Servicesin South Carolina, FCC Docket No. 97-208.
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APPENDIX B

INTERCONNECTION AND RESALE AGREEMENTS

TAB APPROVAL PARTY
1 10/08/96 American MetroComm Corporation I nterconnection Agreement

2 10/08/96 Hart Communications | nterconnection Agreement

3 10/08/96 Intermedia Communications, Inc. Interconnection Agreement and
06/20/97 Amendment

4 10/30/96 National Tel Interconnection Agreement and 06/20/97
Amendment

5 11/04/96 American Communications Services, Inc. (ACSI) Interconnection
Agreement and 02/03/97 Amendment

6 02/03/97 Competitive Communications, Inc. Interconnection Agreement

7 02/03/97 TriComm, Inc. Interconnection Agreement

8 02/03/97 WinStar Wireless, Inc. Interconnection Agreement

9 02/04/97 Communication Brokerage Services, Inc. Resale Agreement

10 02/04/97 Tie Communications, Inc. Resale Agreement

11 03/12/97 Unidial Communications, Inc. Resale Agreement

12 03/14/97 US LEC of North CarolinaL.L.C. Interconnection Agreement

13 04/08/97 American Communications Services, Inc. (ACSl) Resde
Agreement

14 04/08/97 Interlink Telecommunications of Florida, Inc. Resale Agreement

15 04/08/97 U.S. Long Distance, Inc. Resale Agreement

16 04/21/97 Advanced Tdl, Inc. Resale Agreement

17 06/19/97 BellSouth Cellular Corporation Interconnection Agreement and
10/05/97 Amendment

18 06/20/97 AT&T Wireless Services, Inc. Interconnection Agreement
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INTERCONNECTION AND RESALE AGREEMENTS

TAB APPROVAL PARTY

19 06/20/97 Comm. Depot, Inc. Interconnection Agreement

20 06/20/97 DeltaCom, Inc. Interconnection Agreement and Amendments

21 06/20/97 FiberSouth, Inc. Interconnection Agreement and Amendment

22 06/20/97 GNet Telecom, Inc. Interconnection Agreement

23 06/20/97 |CG Telecom Group, Inc. Interconnection Agreement

24 06/20/97 KMC Telecom, Inc. Interconnection Agreement

25 06/20/97 LCI International Telecom Corporation Resale Agreement

26 06/20/97 LCI International Telecom Corporation Line Information
Database (LIDB) Storage Agreement

27 06/20/97 Powertel, Inc. Interconnection Agreement

28 08/12/97 PrimeCo Personal Communications, L.P. Interconnection
Agreement

29 08/12/97 SouthEast Telephone, Ltd. Interconnection Agreement

30 08/12/97 Sprint Spectrum, L.P. Interconnection Agreement

31 08/12/97 Telephone Company of Central Florida Resale Agreement

32 08/12/97 Teleport Communications Group Interconnection Agreement

33 08/20/97 ALEC, Inc. Interconnection Agreement

34 08/20/97 Communication Options Southern Region, Inc. d/b/a COI Resde
Agreement

35 08/20/97 Inter-World Communications Resale Agreement

36 08/20/97 National Tel Resale Agreement

37 08/20/97 Preferred Payphones, Inc. Resale Agreement

38 08/20/97 RGW Communications, Inc. Resale Agreement

39 08/20/97 Sterling International Funding, Inc. d/b/a Reconex Resade

Agreement
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INTERCONNECTION AND RESALE AGREEMENTS

TAB APPROVAL PARTY

40 08/21/97 Cybernet Group Interconnection Agreement and Amendment and
10/26/97 Second Amendment

41 08/21/97 Interstate Telephone Group Interconnection Agreement and
Amendment and 10/20/97 Second Amendment

42 09/01/97 Shell Offshore Services Company, Inc. Interconnection
Agreement

43 09/23/97 Alliance Telecommunications, Inc. Resale Agreement

44 09/23/97 Annox, Inc. Renegotiated Resale Agreement

45 09/23/97 AXSY S, Inc. Renegotiated Interconnection Agreement

46 09/23/97 AXSY S, Inc. Renegotiated Resale Agreement

47 09/23/97 Don-Mar Telecommunications, Inc. Resale Agreement

48 09/23/97 NOW Communications, Inc. Renegotiated Resale Agreement

49 09/23/97 SouthEast Telephone, Ltd. Resale Agreement

50 09/23/97 Southern Phon-Reconnek, Inc. Renegotiated Resale Agreement

51 09/23/97 Supra Telecommunications, Inc. Resale Agreement

52 09/23/97 Tel-Link, L.L.C. d/b/aTEL-LINK, L.L.C. and Tel-Link of
Florida, L.L.C. Renegotiated Resale Agreement

53 09/23/97 Wright Businesses, Inc. Renegotiated Resale Agreement

54 10/05/97 American MetroComm Corporation Renegotiated Resale
Agreement

55 10/05/97 BTI Telecommunications, Inc. Resale Agreement

56 10/05/97 Data & Electronic Services, Inc. Resale Agreement

57 10/05/97 Diamond Telephone Resale Agreement

58 10/05/97 EZ Phone, Inc. Resale Agreement

59 10/05/97 JETCOM, Inc. Renegotiated Resale Agreement
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INTERCONNECTION AND RESALE AGREEMENTS

TAB APPROVAL PARTY
60 10/05/97 TTE, Inc. Renegotiated Resale Agreement
61 10/05/97 Teleconex, Inc. Resale Agreement
62 10/05/97 Tele-Sys, Inc. Renegotiated Resale Agreement
63 10/20/97 Centennia Cellular Corp. Interconnection Agreement
64 10/20/97 Comm South Companies, Inc. Resale Agreement
65 10/26/97 Louisiana Unwired, Inc. Resale Agreement
66 10/26/97 MERETEL COMMUNICATIONS L.P. Interconnection
Agreement
67 10/26/97 Netel, Inc. Resale Agreement
68 10/26/97 OmniCall, Inc. Resale Agreement
69 10/26/97 Preferred Carrier Services, Inc. Resale Agreement
70 11/05/97 ACCESS Integrated Networks, Inc. Resale Agreement
71 11/05/97 Davco, Inc. Resale Agreement
72 11/05/97 NEXTEL Communications, Inc. Interconnection Agreement
73 11/05/97 Robin Hood Telecommunications Resale Agreement
74 11/05/97 U.S. Dial Tone, Inc. Resale Agreement
75 11/05/97 US Telco, Inc. Resale Agreement
76 10/23/97 AT&T Telecommunications of the Southern Central States, Inc.

(Arbitrated Interconnection Agreement & PSC Orders)
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APPENDIX C-1
TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

1 12/18/96 Transcript of Open Session

2 01/10/97 Officia Bulletin No. 610

3 01/16/97 AT&T’ s Motion Requesting Leave to Intervene

4 01/17/97 LPSC Letter to Guerry Acknowledging Receipt of AT&T's
January 16, 1997 Petition

5 01/22/97 Petition to Intervene of Sprint Communications Company L.P.

6 01/24/97 LPSC Letter to Atkinson Acknowledging Receipt of Sprint’s
January 22, 1997 Petition

7 01/31/97 MCI Telecommunications Corporation’s Notice of Intervention

8 02/03/97 Bell South Telecommunications, Inc. (BellSouth) Notice of
Intervention and Request to be Placed on Service List

9 02/03/97 Louisiana Cable Telecommunications Association, Inc.’s Petition
of Intervention, Request for Party of Record Status and Inclusion
on Service List

10 02/04/97 LDDS WorldCom Notice of Intervention

11 02/04/97 Access Network Services, Inc.’s Motion to Intervene

12 02/05/97 LPSC Letter to Daly Acknowledging Receipt of LDDS
WorldCom'’ s February 4, 1997 Petition

13 02/05/97 LPSC Letter to Rieger Acknowledging Receipt of Louisiana
Cable Telecommunications Association, Inc.’s February 3, 1997
Petition

14 02/05/97 LPSC Letter to Twomey Acknowledging BellSouth's January 31,
1997 Petition

15 02/05/97 LPSC Letter to King Acknowledging Receipt of MCI

Telecommunications' s January 31, 1997 Petition
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

16 02/07/97 LPSC Letter to Hubbard Acknowledging Receipt of Access
Network Services, Inc.’s February 3, 1997 Petition

17 02/07/97 LPSC Staff Attorney Letter to Commissioners Regarding
Proposed Procedural Schedule

18 02/19/97 Transcript of Open Session

19 02/24/97 BellSouth Notice of Intent to File Section 271 Application with
the Federal Communications Commission

20 02/26/97 BellSouth Long Distance, Inc.’s Motion for Leave to File Petition
of Intervention and Petition of Intervention

21 02/28/97 BellSouth's Request for Status Conference

22 03/03/97 Notice of Assignment and Scheduling of Status Conference

23 03/14/97 Direct Testimony of James G. Harralson, Michael Raimond,
Loren Scott, and William E. Taylor on Behalf of BellSouth Long
Distance, Inc.

24 03/14/97 Direct Testimony of Robert C. Scheye and Alphonso J. Varner on
Behalf of BellSouth

25 03/14/97 Report on March 13, 1997 Status Conference and Notice of
Revised Procedural Schedule

26 03/17/97 Notice of Intervention and Motion to File Out-of-Time on Behalf
of American Communication Services of Baton Rouge, Inc.,
American Communication Services of Louisiana, Inc. and
American Communication Services of Shreveport, Inc.

27 03/17/97 LPSC Letter to Freysinger Acknowledging ACSI’ s Notice of
Intervention and Motion to File Out-of-Time Intervention

28 03/20/97 Notice of Opportunity to Object to Late Intervention

29 03/24/97 AT& T s Notice of Deposition to All Counsel of Record

30 03/24/97 Notice of Deposition for D. Loren Scott

31 03/24/97 Revised Notice of Deposition for D. Loren Scott
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

32 03/27/97 Ruling on Motion for Late Intervention

33 04/01/97 AT&T's Motion to Amend Procedural Schedule

34 04/01/97 LPSC’ s First Set of Data Request to BellSouth

35 04/02/97 Order Amending Procedural Schedule

36 04/04/97 Amended Notice of Intent to File Section 271 Application with
the Federal Communications Commission

37 04/07/97 Direct Testimony of Riley M. Murphy on Behaf of American
Communication Services of Louisiana, Inc., American
Communication Services of Shreveport, Inc., American
Communication Services of Baton Rouge, Inc.

38 04/11/97 Direct Testimony of David E. Stahly and MelissaL. Closz on
Behalf of Sprint Communications Company L.P.

39 04/14/97 Direct Testimony of Jay Bradbury, Preston Foster, Joe Gillan, and
John Hamman on Behalf of AT& T Communications of the South
Central States, Inc.

40 04/14/97 Direct Testimony of Don J. Wood and David L. Kaserman on
Behalf of MCI Telecommunications Corporation and AT& T
Communications of the South Central States, Inc.

41 04/17/97 BellSouth's Letter to All Parties Proposing Additional Hearing
Dates

42 04/21/97 Notice of Time and Location for April 28, 1997 Status
Conference

43 04/23/97 Sprint Letter to ALJ Requesting to Specially Set its Witnesses

44 04/23/97 BellSouth Long Distance, Inc.’s Response to LPSC’s First Set of
Data Request to Bell South

45 04/23/97 BellSouth’ s Responses to LPSC’ s Data Request

46 04/24/97 Letter From D. Shapiro Requesting to be Placed on Service List

47 04/25/97 Notice of New Date and Time for Status Conference
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

48 04/29/97 Letter From W. Glenn Burns Informing LPSC of Substitute for
Status Conference

49 04/30/97 MCI Telecommunications Corporation’s Motion for Declaratory
Order and Motion for Partial Summary Judgment

50 05/02/97 BellSouth's Rebuttal Testimony of Gloria L. Calhoun, Robert C.
Scheye and Alfonso J. Varner

51 05/02/97 BellSouth Long Distance, Inc. Rebuttal Testimony of James G.
Harralson and Dr. William E. Taylor

52 05/06/97 Ruling on MCI Telecommunications Corporation’s Motion for
Declaratory Order and Motion for Partial Summary Judgment

53 05/06/97 Report on May 5, 1997 Status Conference and Notice of Revised
Hearing Dates

54 05/06/97 Ruling on Motion for Leave to Intervene of the Competitive
Telecommunications Association

55 05/07/97 Motion for Leave to Intervene of the Competitive
Telecommunications Association

56 05/07/97 Notice of Appearance of Counsel for WorldCom, Inc.

57 05/12/97 Notice of Opportunity for Objection to Motion for Leave to
Intervene of the Competitive Telecommunications Association

58 05/14/97 Joint Witness List

59 05/14/97 BellSouth's Objection to Late Intervention

60 05/16/97 BellSouth Letter to ALJ Regarding Potential Move to Disqualify
Counsel

61 05/16/97 Reply of CompTel to Ruling on Motion for Leave to Intervene

62 05/19/97 Statement of Generally Available Terms and Conditions for
Interconnection, Unbundling and Resale Provided by BellSouth in
the State of Louisiana

63 05/19/97 Hearing Transcript: Volume |
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

64 05/20/97 Hearing Transcript: Volume |

65 05/21/96 Hearing Transcript: Volume 1l

66 05/22/97 Notice of Commission Consideration of Bell South’s Statement of
Generaly Available Terms Within This Docket ALSO Notice of
Deadlines Established for Intervention and Participation With
Regard to Commission’s Consideration of BellSouth’s SGAT
ALSO Notice of New Deadline for Filing Post-Hearing Briefs

67 05/22/97 Hearing Transcript: Volume IV

68 05/23/97 Hearing Transcript: Volume V

69 05/23/97 ACSI Letter to ALJ Regarding Witness Scheduling of Riley
Murphy

70 05/27/97 Hearing Transcript: Volume VI

71 05/28/97 Hearing Transcript: Volume VII

72 05/29/97 Submission of MCl/Taylor Cross Exhibit 5

73 06/06/97 Motion to Intervene of Entergy Hyperion Telecommunications of
Louisiana, L.L.C.

74 06/06/97 Intermedia Communications, Inc. Petition for Leave to Intervene

75 06/06/97 Notice of Intervention by Radiofone, Inc.

76 06/06/97 Notice of Intervention by WorldCom, Inc. Regarding BellSouth’s
SGAT

77 06/06/97 Comments of WorldCom, Inc. on BellSouth’s Statement of
Generally Available Terms

78 06/06/97 Petition for Leave to Intervene and Comments of the
Telecommunications Resellers Association

79 06/09/97 Global Tel*Link, Inc.’s Notice of Intervention

80 06/09/97 Motion for Leave to File Petition of Intervention and Comments

of Cox Fibernet Louisiana, Inc. Regarding BellSouth’ s Statement
of Generally Available Terms and Conditions
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

81 06/10/97 Notice of Hearing

82 06/11/97 Motion of Radiofone, Inc. to Withdraw Request to Cross-
Examine BellSouth’ s Witnesses

83 06/11/97 Intermedia L etter to ALJ Regarding Cross-Examination of
BellSouth Witnesses, Testimony at June 13, 1997 Hearing, and
Right to File Post-Hearing Brief

84 06/11/97 BellSouth Letter to ALJ Requesting the Cancellation of Hearings
Scheduled for Cross-Examination of BellSouth Witnesses

85 06/11/97 Notice of Omission of One Intervenor in June 10, 1997 Notice
and of Revised Request of Intervenor Intermedia
Communications, Inc.

86 06/11/97 Notice of Cancellation of Hearing Previously Scheduled for June
12 and 13, 1997

[87] Intentionally omitted.

88 06/11/97 Motion to File Out of Time Notice of Intervention on Behalf of
Communications Workers of America

89 06/13/97 BellSouth's Objection to Late Intervention

90 06/16/97 Order Granting with Limitations Motion to File Out of Time
Notice of Intervention on Behalf of Communications Workers of
America

91 06/17/97 Brief of American Communication Services of Louisiana, Inc.,
American Communication Services of Baton Rouge, Inc. and
American Communication Services of Shreveport, Inc.

92 06/17/97 Brief of Sprint Communications Company L.P.

93 06/18/97 Joint Post-Hearing Brief of Louisiana Cable Telecommunications
Association and Cox Fibernet Louisiana, Inc.

94 06/18/97 Post-Hearing Memorandum of MCI Telecommunications
Corporation

95 06/18/97 Post Hearing Brief of BellSouth Long Distance, Inc., on the

Public Interest Issue
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

96 06/18/97 AT&T Communications of the South Central States, Inc.’s Post-
Hearing Brief in Opposition to Approval of BellSouth’s Statement
of Generally Available Terms and Conditions, and In Opposition
to BellSouth’ s Request for a Recommendation of Preapplication
Compliance with 8271 to Provide InterLATA Services Originating
In-Region

97 06/18/97 BellSouth’s Post Hearing Brief

98 06/18/97 LPSC Staff Post Hearing Brief

99 06/18/97 Post-Hearing Brief of WorldCom, Inc.

100 06/24/97 [Revised] AT& T Communications of the South Central States,
Inc.’s Post-Hearing Brief in Opposition to Approval of
BellSouth’ s Statement of Generally Available Terms and
Conditions, and In Opposition to BellSouth’s Request for a
Recommendation of Preapplication Compliance with 8271 to
Provide InterLATA Services Originating In-Region

101 07/01/97 Supplemental Post-Hearing Memorandum of MCI
Telecommunications Corporation

102 07/01/97 ACSI Supplement of its Post-Hearing Brief

103 07/01/97 AT&T Letter to ALJ Regarding BellSouth’s SGAT

104 07/01/97 BellSouth Letter to ALJ Requesting Opportunity to File
“Supplemental” Pleading in Responseto AT& T and MCl’s Late
Filing of Post-Hearing Brief

105 07/02/97 Notice of Opportunity to File Supplemental Briefs Concerning
June 26, 1997 Memorandum Opinion and Order of the Federal
Communications Commission

106 07/03/97 Sprint Letter to ALJ Regarding Supplementing Briefs

107 07/03/97 Supplemental Comments of the Telecommunications Resellers
Association

108 07/03/97 Intermedia Letter to ALJ Regarding BellSouth’'s SGAT
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

109 07/03/97 Supplemental Post-Hearing Memorandum of AT&T
Communications of the South Central States, Inc.

110 07/07/97 Supplemental Brief of Bell South

111 07/09/97 Recommendation of the ALJ

112 07/11/97 Request for Oral Argument on Behalf of Bell South

113 07/15/97 ACSI Letter to Commissioners Regarding BellSouth Service

114 07/15/97 BellSouth Letter to Commissioners Regarding ACSI Letter

115 07/16/97 Transcript of Open Session

116 07/28/97 Transcript of Open Session

117 07/28/97 Order Rejecting ALJ Recommendation

118 08/04/97 MCI Telecommunications Corporation’s Comments on
Operational Support Systems

119 08/04/97 Cox Fibernet Louisiana, Inc.’s List of Potential Complications
Regarding BellSouth's Operational Support Systems

120 08/04/97 Sprint’s Response to Commission’s Request for List of “Alleged
Complications’ with BellSouth’s OSS

121 08/04/97 Comments of AT& T Communications of the South Central States
Regarding BellSouth OSS

122 08/04/97 Comments of American Communications Services, Inc.

123 08/05/97 BellSouth Letter to ALJ Submitting South Carolina Public Service
Commission Order Dated July 31, 1997

124 08/07/97 Notice of Technical Demonstration

125 08/07/97 Notice Listing Connections Bell South Will Provide at
Demonstration

126 08/08/97 AT&T Letter to ALJRegarding BellSouth’s SGAT in South
Carolina

127 08/11/97 Response of BellSouth to August 4, 1997 Filings
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22252
Section 271 Proceeding

128 08/11/97 Independent Payphone Service Providers Ad Hoc Committee
Letter to LPSC Listing Facts for Commission to Consider

129 08/12/97 Supplemental and Amending Responses of BellSouth

130 08/12/97 MCI Letter to ALJ Regarding BellSouth's August 5, 1997 L etter

131 08/14/97 ALJs Recommendation Regarding BellSouth’s SGAT

132 08/15/97 Sprint’s Comments on BellSouth’ s Operational Support Systems
Demonstration

133 08/15/97 LPSC Staff 271 Recommendation

134 08/19/97 Cox Letter to LPSC Regarding BellSouth’ s Operational Support
Systems

135 08/20/97 Transcript of Open Session

136 09/05/97 Order Approving the SGAT Subject to Modifications

137 09/09/97 Statement of Generally Available Terms and Conditions for
Interconnection, Unbundling and Resale Provided by BellSouth

138 09/12/97 Sprint Letter to LPSC Regarding SGAT

139 09/15/97 BellSouth’ s Comments Pursuant to Order No. 22252-A

140 09/15/97 MCI Telecommunications Corporation’s Comments Regarding
BellSouth’ s Proposed Modified Statement of Generally Available
Terms and Conditions

141 09/15/97 AT&T's Comments on the Eighth Circuit’ s Decision

142 09/16/97 BellSouth’s Local Interconnection and Facility-Based Ordering

Guide, Resale Ordering Guide, and Negotiations Handbook for
Collocation
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APPENDIX C-2
TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22145
AT& T/BellSouth Arbitration
143 09/20/96 AT& T s Petition for Arbitration Under the Telecommunications
Act of 1996
144 09/27/96 Arbitrator’ s Notice of Telephone Status Conference
145 10/02/96 Sprint’s Petition for Leave to Intervene and Inclusion on Service
List
146 10/04/96 Motion of Sprint Communications Company L.P. for
Consolidation
147 10/04/96 Official Bulletin No. 603
148 10/15/96 Bell South Telecommunications, Inc.’s (Bell South) Response to
AT& T s Petition for Arbitration Under the Telecommunications
Act of 1996
149 10/15/96 Exception of BellSouth Advertising & Publishing Corporation
(BAPCO)
150 10/15/96 Objection of AT&T to Sprint’s Motions for Intervention and for
Consolidation
151 10/18/96 Notice of Order of the Eighth Circuit Court of Appeals Order
Granting Stay Pending Judicia Review and Request for Relief
152 10/24/96 AT& T s Motion to Reschedule Arbitration Trial and for Adoption
of Revised Procedural Schedule
153 10/28/96 Ruling on AT& T’ s Motion to Reschedule Arbitration Panel Tria
and for Adoption of Revised Procedural Schedule
154 10/28/96 Amended Hearing Notice
155 10/30/96 Ruling on Sprint’s Maotion to Consolidate
156 11/01/96 BellSouth BAPCO'’ s Supplemental Memorandum in Support of
Exception
157 11/12/96 AT&T Letter to LPSC Regarding the Appropriate Resale

Discount
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22145
AT& T/BellSouth Arbitration
158 11/13/96 AT& T’ s Response to BAPCO' s Exception
159 11/13/96 Transcript of Open Session
160 11/22/96 Direct Testimony of John Hamman, Wayne Ellison, Ronald
Shurter, David Kaserman, William Carroll, Joseph Gillan, L.G.
Sather, and Don Wood
161 11/22/96 Direct Testimony of Richard Emmerson, Gloria Calhoun, Robert
Scheye, Alphonso Varner, and Keith Milner on Behalf of
BellSouth
162 12/03/96 Order Granting Party Status to BellSouth Advertising &
Publishing Corporation and Amending Procedural Schedule
163 12/06/96 Rebuttal Testimony of R. Shurter, D. Kaserman, W. Ellison, J.
Gillan, J. Hannan, and W. Carroll on Behalf of AT& T
Communications of the South Central States, Inc.
164 12/06/96 Rebuttal Testimony of Daonne Caldwell, Gloria Calhoun, Dr.
Richard Emmerson, Keith Milner, and Alphonso J. Varner on
Behalf of BellSouth
165 12/06/96 Pre-Filed Direct Testimony of Randall J. Cadenhead on Behalf of
BellSouth Advertising & Publishing Corporation
166 12/06/96 Rebuttal Testimony of Robert C. Scheye
167 12/09/96 Letter Submitting to LPSC Affidavit of Richard Emmerson and
RCS Exhibit 2 of Robert Scheye's Rebuttal Testimony
168 12/13/96 Pre-Hearing Brief of AT& T Communications of the South
Central States
169 12/13/96 Pre-Hearing Brief of BellSouth
170 12/16/96 Hearing Transcript: Volume |
171 12/17/96 Hearing Transcript: Volume |
172 12/20/96 Post Hearing Memorandum of BellSouth Advertising &

Publishing Corporation
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22145
AT& T/BdlSouth Arbitration

173 12/23/96 AT&T Communications of the South Central States, Inc.’s Post-
Hearing Brief

174 12/23/96 Post-Hearing Brief of Bell South

175 01/08/97 LPSC Report and Recommendation
176 01/15/97 Transcript of Open Session
177 01/21/97 Letter to LPSC Requesting Service List Addition of S. Hubbard

178 01/22/97 Letter to LPSC Requesting Service List Addition of Kentucky
PSC

179 01/24/97 Letter to LPSC Requesting Service List Addition of J. Lambert
180 01/28/97 Order Resolving Disputed Issues

181 02/12/97 Notice Establishing Procedural Schedule for Submission of
Interconnection Agreement Adopted Pursuant to Arbitration

182 02/19/97 Transcript of Open Session

183 03/14/97 Interconnection Agreement between AT& T Communications of
the South Central States, Inc. and Bell South

184 03/14/97 BellSouth’ s Statement Regarding Remaining Disputed |ssues
185 03/19/97 Transcript of Open Session

186 04/01/97 General Order Amending Regulations for Competition

187 04/14/97 AT&T Letter to LPSC Regarding Revised Matrix of Prices
188 04/16/97 Transcript of Open Session

189 06/10/97 Transcript of Open Session

190 06/10/97 BellSouth’s Letter to LPSC regarding Nine-State Agreement

191 06/12/97 Order Resolving Disputed Issues Regarding Interconnection
Agreement

192 07/21/97 Interconnection Agreement between BellSouth and AT& T
Communications of the South Central States, Inc.
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TAB RECORD OF LOUISIANA PSC DOCKET NO. U-22145
AT& T/BellSouth Arbitration
193 07/24/97 BellSouth Letter to LPSC Containing Selective Carrier Routing
Status Report
194 08/11/97 AT&T Letter to LPSC Containing Additional Technical
Provisions for Inclusion in the Interconnection Agreement
195 08/20/97 Transcript of Open Session
196 09/10/97 LPSC Letter to Bell South Acknowledging Receipt of Status
Report in Compliance with Order
197 10/23/97 Order Approving Interconnection Agreement
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APPENDIX C-3

TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22022/22093
Cost Docket

198 06/25/96 BellSouth’s Cost Studies
199 07/01/96 LPSC Letter to Service List Regarding Docketing of Case
200 07/12/96 Officia Bulletin No. 597

201 08/07/96 Notice of Status Conference and Transfer to Administrative
Hearing Divisions

202 08/14/96 Transcript of Open Session

203 08/20/96 Report of Preliminary Status Conference and Procedural Schedule
204 09/24/96 Transcript of Open Session

205 09/27/96 AT& T’ sFirst Set of Data Requests to Bell South

206 10/04/96 Report on Status Conference

207 10/09/96 Notice of Proposed Consolidation of Proceedings and Proposed
Procedural Schedule

208 10/21/96 LPSC Letter to Dismukes Retaining Acadian Consulting Group
209 10/23/96 Direct Testimony of Robert Scheye on Behalf of Bell South
210 10/30/96 Notice of Consolidation of Proceedings

211 11/01/96 Joint Motion to Modify Procedural Schedule Established October
9, 1996

212 11/04/96 BellSouth’s Motion for Partial Stay and Request for Expedited
Hearing

213 11/08/96 Notice of Modification of Procedural Schedule and Notice of
Opportunity to Respond to Motion for Partial Stay and Request
for Expedited Hearing Filed by BellSouth
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TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22022/22093
Cost Docket

214 11/12/96 AT&T's Letter to LPSC Responding to BellSouth’s Motion to
Stay

215 11/13/96 Transcript of Open Session

216 11/26/96 BellSouth Letter Submitting Revised Exhibit DDC-8

217 11/27/96 Joint Motion to Amend Procedural Schedule

218 12/03/96 Order Granting BellSouth’s Motion for Leaveto File
Supplemental Direct Testimony

219 12/03/96 Order on Joint Motion to Amend Procedural Schedule

220 12/18/97 Sprint Letter to ALJ Regarding Pre-Filed Testimony

221 01/08/97 Notice of Revised Hearing Schedule and Extension of Deadline
for Filing Glossary

222 01/09/97 Motion for Leave to File Supplemental Testimony, and
Confidential and Non-Confidential Supplementa Testimony of
Kimberly Dismukes

223 01/10/97 AT&T and MCI Letter to LPSC Submitting Exhibit DIJW-3

224 01/16/97 Order Granting Motion for Leave to File Supplemental Testimony

225 02/05/97 Order Denying BellSouth’s Motion for Partial Stay

226 02/06/97 Memorandum Requesting Rescheduling of Hearing

227 02/06/97 Notice of Revised Hearing Schedule

228 02/07/97 Notice of Further Revision to Procedural Schedule

229 02/10/97 Joint Glossary of Terms and Acronyms

230 02/19/97 Transcript of Open Session

231 03/19/97 Transcript of Open Session

232 03/25/97 Notice of Status Conference

233 04/08/97 Report on April 7, 1997 Status Conference and Notice of

Procedural Schedule
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TAB

RECORD OF LOUISIANA PSC DOCKET NOS. 22022/22093
Cost Docket

234

04/30/97 BdlSouth’s Motion for Extension of Time
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TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22022/22093
Cost Docket

235 05/01/97 Order Granting Motion for Extension of Time

236 05/21/97 BellSouth’s Tariff Filing

237 05/28/97 AT&T’s Consent Motion to Amend Procedural Schedule

238 05/29/97 Order Granting Consent Motion to Amend Procedural Schedule

239 06/12/97 AT& T’ s Consent Motion and Order for Amendment for
Procedural Schedule

240 06/12/97 Order Granting Consent Motion to Amend Procedural Schedule

241 06/20/97 Notice of Assignment Required Filings, and Opportunity for
Hearing

242 06/27/97 Bell South’ s Comments on Proposed Increase in Contract
Authorization

243 07/03/97 Recommendation Regarding Increase in the Authorized Budget
for Amount Acadian Consulting Group

244 07/11/97 BellSouth’s Cost Studies

245 07/18/97 BellSouth Letter to ALJ Regarding Status Conference

246 07/23/97 AT&T Letter to BellSouth Proposing Changes to Scheduling

247 07/23/97 WorldCom Letter to ALJin Response to BellSouth’s Letter
Regarding Status Conference

248 07/25/97 MCI Telecommunications Corporation’s Maotion to Extend
Schedule and Require Training Regarding Cost Studies

249 07/28/97 Transcript of Special Open Session

250 08/01/97 Letter to ALJ Regarding Tutorial on Hatfield Model

251 08/01/97 Report on July 31, 1997 Status Conference and Notice of Revised
Procedural Schedule

252 08/01/97 Notice of Date for Bell South Tutorial Presentation

253 08/04/97 Notice of Date for Intervenors Tutorial Presentation
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TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22022/22093
Cost Docket

254 08/05/97 Ad Hoc Committee for Consumer Choice Letter to ALJ
Regarding Payphone Service

255 08/07/97 BellSouth Letter to All Parties Regarding 600 Data Requests
Received

256 08/26/97 BellSouth’s Motion for Leave to File Supplementa Testimony

257 08/26/97 BellSouth Letter to ALJ Regarding Its Statement of Generally
Avallable Terms and Conditions

258 08/26/97 LPSC's Mation to Modify Procedural Schedule

259 09/03/97 BellSouth’s Motion and Order for Expedited Hearing on Notices
of Deposition

260 09/04/97 Notice of Telephone Status Conference on Thursday,
September 4, 1997 on Thursday, September 4, 1997 at 2:30 P.M.

261 09/04/97 AT& T’ s Objections to Bell South’ s Notice to Take Depositions
262 09/05/97 BellSouth’s Order of Witnesses

263 09/05/97 Report on September 4, 1997 Telephone Status Conference and
Order

264 09/05/97 AT&T Letter Submitting Errata Sheet for the Direct Testimony of
James Wells

265 09/08/97 Hearing Transcript: Volume 1
266 09/09/97 Hearing Transcript: Volume 2
267 09/10/97 Hearing Transcript: Volume 3
268 09/11/97 Hearing Transcript: Volume 4
269 09/12/97 Hearing Transcript: Volume 5
270 09/15/97 Hearing Transcript: Volume 6
271 09/16/97 Hearing Transcript: Volume 7
272 09/17/97 Hearing Transcript: Volume 8

273 09/24/97 Hearing Transcript: Volume 9
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TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22022/22093
Cost Docket

274 09/29/97 Post Hearing Brief of BellSouth

275 09/29/97 Post-Hearing Brief of WorldCom, Inc.

276 09/29/97 Post Hearing Brief of MCI Telecommunications Corporation

277 09/29/97 Post-Hearing Brief of Sprint Communications Company, L.P.

278 09/29/97 Post-Hearing Brief of American Communication Services of
Baton Rouge, Inc., American Communication Services of
Louisiana, Inc., and American Communication Services of
Shreveport, Inc.

279 09/29/97 LPSC Staff Post Hearing Brief

280 09/29/97 Post-Hearing Brief of Cox Louisiana Telecom 1, L.L.C.

281 09/29/97 AT&T Communications of the South Central States, Inc.’s Post-
Hearing Brief

282 09/30/97 AT&T Letter to LPSC Submitting Omitted Exhibits

283 10/15/97 BellSouth Letter to ALJ Regarding 8th Circuit Ruling

284 10/17/97 Final Recommendation of the ALJ

285 10/24/97 Order of the LPSC Setting Rates
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APPENDIX C-4
TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22020
Resale Pricing

286 06/17/96 BellSouth Telecommunications, Inc.’s (BellSouth) Cost Studies

287 07/01/96 LPSC Letter Regarding Previous Interventions

288 07/29/96 Notice of Status Conference

289 08/02/96 Procedural Schedule

290 08/13/96 BellSouth’s Motion to Convert August 20, 1996 Informal
Presentation Conference to Informal Status Conference

291 08/14/96 AT& T’ s Opposition to BellSouth’s Motion to Convert August 20,
1996 Informal Presentation Conference to Informal Status
Conference

292 08/14/96 Transcript of Open Session

293 08/15/96 Notice of Assignment: Scheduling of Additional Status
Conference

294 08/26/96 Report of Status Conference

295 08/30/96 Direct Testimony of Guy L. Cochran, Robert C. Scheye and
William E. Taylor on Behalf of BellSouth

296 08/30/96 Direct Testimony of Joseph Gillan on Behalf of AT& T
Communications of the South Central States, Inc. and WorldCom,
Inc., d/b/aLDDS WorldCom

297 08/30/96 Direct Testimony of Patricia McFarland on Behalf of AT& T
Communications of the Southern States, Inc.

298 08/30/96 Direct Testimony and Exhibit of Dr. Marvin H. Kahn

299 08/30/96 Direct Testimony of Greg Darnell on Behalf of MCI
Telecommunications Corporation and MClmetro Access
Transmission Services, Inc.

300 09/04/96 Report of Status Conference Procedural Schedule
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TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22020
Resale Pricing

301 09/13/96 Rebuttal Testimony of Patricia McFarland on Behalf of AT& T
Communications of the Southern States, Inc.

302 09/13/96 Rebuttal Testimony of Greg Darnell on Behalf of MCI
Telecommunications Corporation and MClmetro Access
Transmission Services, Inc.

303 09/13/96 Rebuttal Testimony and Exhibit of Dr. Marvin H. Kahn

304 09/13/96 Rebuttal Testimony of Joseph Gillan on Behaf of AT&T
Communications of the South Central States, Inc. and WorldCom,
Inc., d/b/aLDDS WorldCom

305 09/13/96 Rebuttal Testimony of Guy L. Cochran, William E. Taylor, and
Robert C. Scheye.

306 09/16/96 Bell South’s Motion for Expedited Discovery and Leave to Present
Surrebuttal Testimony; and Alternatively, Motion to Continue
Hearing

307 09/16/96 Hearing Transcript: Volume 1

308 09/17/96 Hearing Transcript: Volume 2

309 09/18/96 Hearing Transcript: Volume 3

310 09/26/96 Brief of Sprint Communications Company L.P.

311 09/27/96 Proposed Findings of Fact and Conclusion of Law

312 09/27/96 Post-Hearing Brief of BellSouth

313 09/27/96 Post-Trial Brief of AT&T

314 09/27/96 Post-Hearing Brief of MCI Telecommunications Corporation

315 09/27/96 Post-Hearing Brief filed by the Small Company Committee of the
Louisiana Telephone Association

316 09/27/96 Brief of the Public Service Commission

317 09/27/96 Post-Hearing Brief of WorldCom, Inc. d/b/a/ LDDS WorldCom

318 09/27/96 Post Hearing Comments Submitted on Behalf of Globa Tel*Link
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TAB RECORD OF LOUISIANA PSC DOCKET NOS. 22020
Resale Pricing

319 09/27/96 Original Post-Hearing Brief of the Louisiana Cable
Telecommunications Association

320 09/27/96 MCI Telecommunications Corporation’s Proposed Findings of
Fact and Conclusions of Law

321 10/01/96 Reply Brief of Sprint Telecommunications Company L.P.

322 10/02/96 Reply Brief of AT&T

323 10/02/96 Reply Brief of the Louisiana Public Service Commission

324 10/02/96 Post-Hearing Reply Brief of Bell South

325 10/02/96 Post-Hearing Reply Brief of MCI Telecommunications
Corporation

326 10/09/96 Recommendation Setting Wholesale Discount Rate at 20.72%

327 10/14/96 BellSouth’ s Exception to Administrative Law Judge's
Recommendation and Request for Oral Argument

328 10/16/96 Transcript of Open Session

329 11/12/96 Order Setting Resale Rates

330 12/17/96 Notice of Opportunity to Comment

331 01/09/97 Comments on Behalf of Globa Tel*Link, Inc.

332 01/10/97 MCI Telecommunications Corporation’s Opposition to the Filing
of BellSouth’s Exception to Administrative Law Judge's
Recommendation and Request for Oral Argument

333 01/10/97 Opposition to Filing of Exception by BellSouth
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APPENDIX D
TAB DESCRIPTION
1 10/1/97 Transcript of Open Session (LPSC §271 Docket and
BellSouth/AT& T Arbitration Docket)
2 10/22/97 Transcript of Open Session (LPSC Cost Docket)
3 11/3/97 Affidavit of David Barron
4 1/29/97 Order U-22146 (Bell South/Sprint Arbitration)
5 11/4/97 Declaration of William Denk
6 10/28/97 Affidavit of Aniruddha Banerjee
7 11/4/97 Affidavit of SilasLee
8 BellSouth OSS Interface Presentation (Videotape)
9 General Subscriber Service Tariff Excerpt
10 Private Line Services Tariff Excerpt
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Beforethe
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of

Application by BellSouth Corporation, CC Docket No.
BellSouth Telecommunications, Inc., and
BellSouth Long Distance, Inc., for
Provision of In-Region, InterLATA
Servicesin Louisiana

To: The Commission

BRIEF IN SUPPORT OF APPLICATION BY BELLSOUTH FOR
PROVISION OF IN-REGION, INTERLATA SERVICESIN LOUISIANA

Pursuant to section 271(d)(1) of the Communications Act of 1934, as amended, 47 U.S.C.
8 271(d)(1), BellSouth Corporation, BellSouth Telecommunications, Inc., and BellSouth Long
Distance, Inc. (collectively, “BellSouth”) hereby seek authorization to provide interLATA
services originating in the State of Louisiana, including all services treated as such under 47
U.S.C. 8§ 271(j). BelSouth has satisfied each of the four requirements for approval of its
application. Part | of this Brief explains that Bell South has received state approval of
interconnection agreements under which it is providing interconnection and network access to
facilities-based providers of telephone exchange service in accordance with section 271(c)(1)(A).

Part Il shows that BellSouth provides these facilities-based carriers and al competitive local



BellSouth, November 6, 1997, Louisiana

exchange carriers (“CLECS’)* interconnection and network access in accordance with the
fourteen-point
competitive checklist of section 271(c)(2)(B). Part 111 confirms that Bell South will abide by the
safeguards of section 272.2 Part |V demonstrates that approving BellSouth’ s application “is
consistent with the public interest, convenience and necessity.” 47 U.S.C. § 271(d)(3)(C). This
Brief and supporting affidavits are available in electronic form at
<http://www.bellsouthcorp.com>.

Pursuant to section 271(d)(2)(B) — which provides state commissions a formal
consultative role on local issues in section 271 proceedings — the Louisiana PSC established a
docket in December 1996 to consider BellSouth’s eligibility to provide interLATA servicesin its

State. Compliance Order at 1-4. That docket involved discovery, hearings, and evidentiary

submissions from such partiesas AT& T, MCI, Sprint, WorldCom, the Louisiana Cable

Telecommunications Association, ACSl, Cox Fibernet, the Telecommunications Resellers

L We use the term “CLECS’ to refer to both potential and actual competitors, consistent with the
Commission’s use of thisterm. See Memorandum Opinion and Order, Application by SBC
Communications Inc., Pursuant to Section 271 of the Communications Act of 1934, as Amended,
to Provide In-Region, InterLATA Services in Oklahoma, CC Docket No. 97-121, FCC No. 97-
128, 135 (rel. June 26, 1997) (“Oklahoma Order”™).

2 BellSouth intends to offer in-region, interLATA servicesin Louisiana through Bell South Long
Distance, Inc., which will operate in accordance with the requirements of section 272. However,
all references to Bell South Long Distance, Inc. should be understood to encompass any affiliate of
Bell South Telecommunications, Inc. (or its successors or assigns that provide wireline telephone
exchange service) that operates consistent with this application’ s representations regarding the
future activities of BellSouth Long Distance, Inc. The Commission should confirm when it
approves this application that no further authorization, under section 214 or otherwise, is
necessary for these entities to commence providing in-region, interLATA and international
servicesin Louisiana.
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Association, and the Communications Workers of America. 1d. at 1 n.1, 3n.7. All interested
parties had a chance to present their views and examine BellSouth’ s evidence, although many
chose to waive that opportunity. For instance, the U.S. Department of Justice did not participate
and CompTel withdrew from the proceeding rather than disclose whose interests it truly
represents. Id. at 1 n.1.

The state commission adduced evidence, evauated the credibility of witnesses who were
exposed to cross examination under oath, and reached conclusions on a nearly 6,200-page record
that included over 3,800 pages of testimony. The record of the Louisiana PSC’ s proceedings,

including the Compliance Order issued at the conclusion of those proceedings, is reproduced as

Appendix C of this application. Seealso App. D at Tab 1 (Oct. 1, 1997 transcript).

In its Compliance Order, the Louisiana PSC provided areview of Bell South’s checklist
offerings, paying specia attention to the pricing requirements of the Act and OSS access, which
was the subject of alive technical demonstration before the commissioners. Id. at 4-15. The
commission concluded that Bell South’ s Statement of Generally Available Terms and Conditions
(“ Statement”) — as modified in accordance with the Louisiana PSC’ s instructions — meets each
of the 14 checklist requirements.

In addition to its assessment of Bell South’s checklist compliance, the Louisiana PSC
determined that “BellSouth’s entry into the long distance market will further the Act’s goal of
assuring that consumers get the full benefit of competition” and will serve the public interest.

Compliance Order at 14. “[T]he evidence presented,” said the State commission, “mandates a

finding that consumersin Louisiana, both local and long distance, would be well served by
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BellSouth’s entry into the long distance market.” 1d. These determinations by the expert agency
responsible for overseeing telecommunications markets in Louisiana provide the proper starting
point for this Commission’ s review of BellSouth’s application.

Finally, to carry out its responsibilities under section 252, the PSC established separate
cost proceedings to establish rates for interconnection, unbundled network elements, and resale.
The Louisiana PSC’ s cost proceedings were as thorough as its docket under section 271. Before
establishing a discount rate in its Resale Order, the Louisiana PSC held extensive proceedings,
considered detailed cost studies, and consulted an independent expert.® Likewise, before issuing
its Pricing Order (on interconnection and UNE rates) on October 24, 1997, the Louisiana PSC
considered cost studies, supporting briefs, and live testimony from 33 witnesses representing
BellSouth and its competitors, and hired an outside consultant to conduct an independent analysis
and testify before the commission. Pricing Order at 1-4. Briefs, transcripts, cost studies, orders,
and other relevant portions of the records of these two dockets are reproduced in Appendix C of
this application, at Tabs 198-333; seeaso App. D at Tab 2 (Oct. 22, 1997 transcript).

These proceedings, together with other State proceedings conducted to oversee local
interconnection negotiations under sections 251 and 252 of the Telecommunications Act,

constitute an extraordinary commitment of resources by the Louisiana PSC. Although opponents

3 Order No. U22020, Review and Consideration of BellSouth’s Resale Cost Study Submitted
Pursuant to Section 1101(D) of the Louisiana PSC Local Competition Regulations, Dkt. No. U-
22-2 (LPCSissued Nov. 12, 1996) (App. C at Tab 329).

4 Order No. U-22022/22093-A, Review and Consideration of BellSouth’s TSLRIC and LRIC
Cost Studies Submitted Per Sections 901.C and 1001.E of the LPSC Local Competition
Regulations, Dkt. Nos. U-2202/22093 (LPSC issued Oct. 24, 1997) (App. C at Tab 285).
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of this application predictably will attempt to disparage the Louisiana PSC’ s methods and
findings, that is only because these parties' arguments were found meritless after full investigation.
The Louisiana PSC has performed its responsibilities under section 271 with diligence and
thoroughness; if there are supposed gaps in the record before the Louisiana PSC, that is solely
because parties failed to present their evidence or ask their questions when invited to do so. This
Commission must not countenance efforts to end-run the investigations of state commissions that
are most familiar with the facts and best positioned to determine local competition issues. It
should, instead, accord the findings of the Louisiana PSC the deference to which they are properly
entitled under section 271.
[11.  BELLSOUTH MAY PROCEED UNDER TRACK A

BellSouth has opened its local markets in Louisiana to competitors both by negotiating
agreements with individual CLECs and by obtaining State approval of terms and conditions for
access and interconnection that are generally available to dl CLECsin the State. While wireline
CLECs have limited their facilities-based entry in Louisianain order to pursue the most
economically attractive opportunities, Bell South nonethelessis eligible to apply for interLATA
relief under Track A based on its interconnection agreements with several wireless carriers. These
local carriers have seized the opportunities available to al CLECsin Louisiana.

A. BellSouth Has Taken All Required Stepsto Open Local Marketsin
Louisiana

BellSouth has done its part to facilitate competitive entry in Louisiana by negotiating
agreements with individual CLECs and offering interconnection and network access through its

Statement of Generally Available Terms and Conditions.
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1. Bell South Has Negotiated Agreements with Numerous CLECs

BellSouth’ s negotiators have devoted countless hours to fielding CLEC requests and
negotiating arrangements that meet individual CLECs' needs. Asaresult of these efforts,
BellSouth has signed more local interconnection agreements than any other incumbent LEC.
Indeed, Bell South was responsible for finalizing about 45 percent of al Bell company agreements
asof July 1997. Woroch Aff. 141 (App. A at Tab 15).

In Louisiana, Bell South has executed approved agreements with 70 different
telecommunications carriers. See Wright Aff. Attach. WLPE-A. BellSouth’s 76 State-approved
agreements and the Louisiana PSC orders and notices approving them are reproduced in

Appendix B of this application.®> All the agreements except BellSouth’ s agreements with AT& T

> The Louisiana PSC formally approved agreements between Bell South and the following
CLECs. Advanced Tel, Inc.; American Communications Services, Inc. (Separate | nterconnection
and Resale Agreements); American MetroComm Corporation (Interconnection Agreement);
AT&T Telecommunications of the Southern Central States;, AT& T Wireless Services, Inc.;
BellSouth Cellular Corporation; Comm. Depot, Inc.; Communication Brokerage Services, Inc.;
Competitive Communications, Inc.; DeltaCom, Inc.; FiberSouth, Inc.; GNet Telecom, Inc.; Hart
Communications; ICG Telecom Group, Inc.; Interlink Telecommunications of Florida, Inc.;
Intermedia Communications, Inc.; KMC Telecom, Inc.; LCI International Telecom Corporation
(Separate Resale and LIDB Storage Agreements); National Tel (Interconnection Agreement)
Powertel, Inc.; Tie Communications, Inc.; TriComm, Inc.; Unidial Communications, Inc.; US
LEC of North CarolinaL.L.C.; U.S. Long Distance, Inc; WinStar Wireless, Inc.

In addition, if the Commission dockets an interconnection agreement and no protest or
intervention isfiled, the agreement is deemed approved after the 90 day period for Commission
review has expired. See generaly Affidavit of David Barron (App. D a Tab 3); 47 U.S.C.

8 252(e)(4). Agreements between BellSouth and the following CLECs became approved in this
fashion: ACCESS Integrated Networks, Inc.; ALEC, Inc.; Alliance Telecommunications, Inc.;
American MetroComm Corporation (Resale Agreement); Annox, Inc.; AXSY'S, Inc. (Separate
Interconnection and Resale Agreements); BT Telecommunications, Inc.; Centennial Cellular
Corporation; Comm South Companies, Inc.; Communication Options Southern Region, Inc.;
Cybernet Group; Davco, Inc.; Data & Electronic Services, Inc.; Diamond Telephone; Don-Mar
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and Sprint were completed entirely without the need for arbitration. Relevant portions of the
Louisiana PSC’ s record and that Commission's decision in the AT& T/Bell South arbitration
(which had not been appealed as of November 5, 1997) are reproduced in Appendix C (at Tabs
143-197). The Sprint/BellSouth arbitration covered only 8 issues, after an additional 42 were
resolved by the parties through stipulation. A copy of that decision (which was not appealed) is
provided at Tab 4 of Appendix D. There are no outstanding requests by any CLEC for arbitration
with BellSouth in Louisiana.

As Professor Woroch, Executive Director of the Consortium for Research on
Telecommunications Policy at the University of California, Berkeley, notes, BellSouth’s
agreements “ go beyond the statutory minimum in promoting competition in Louisana’ and
“reveal attempts by [BellSouth] to support robust, productive transactions typical of commercial
relationships found in almost any industry.” Woroch Aff. 143, 47. They stand as powerful
evidence that “local exchange marketsin Louisiana are open to competitors, and will remain

open.” 1d. 19.

Telecommunications, Inc.; EZ Phone, Inc.; Interstate Telephone Group; Inter-World
Communications; JETCOM, Inc.; Louisiana Unwired, Inc.; MERETEL COMMUNICATIONS
L.P.; Nationa Te (Resale Agreement); Netel, Inc.; NEXTEL Communications, Inc.; NOW
Communications, Inc.; OmniCall, Inc.; Preferred Carrier Services, Inc.; Preferred Payphones, Inc.;
PrimeCo Personal Communications, L.P.; RGW Communications, Inc.; Robin Hood
Telecommunications; Shell Offshore Services Company, Inc.; SouthEast Telephone, Ltd.
(Separate Interconnection and Resale Agreements); Southern Phon-Reconnek, Inc.; Sprint
Spectrum, L.P.; Sterling International Funding, Inc. d/b/a Reconex; Supra Telecommunications,
Inc.; Teleconex, Inc.; Telephone Company of Central Florida; Teleport Communications Group
(“TCG”); Tde-Sys, Inc.; Tel-Link, L.L.C. d/b/aTEL-LINK, L.L.C. and Tel-Link of Florida,
L.L.C,; TTE, Inc,; U.S. Dia Tone, Inc.; US Telco, Inc.; Wright Businesses, Inc.
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2. BellSouth Has Obtained State Approval of Its Satement

BellSouth has also actively invited entry by CLECs in Louisiana through its Statement,
which sets out specific terms and conditions under which BellSouth offersto provide
interconnection and access to its network, as well as resale opportunities, on a nondiscriminatory
basis to any requesting CLEC. It “assures that efficient firms can enter the local exchange
markets in Louisiana and offersthem . . . every conceivable commercia opportunity so asto
maximize the likelihood that efficient entrants will succeed.” Id. 5. In order to ease entry by
CLECs (particularly smaller CLECs) that do not want to negotiate carrier-specific terms, and to
establish a useful model for carriers that do want to negotiate, the Statement sets out these
offeringsin “as straightforward and simple” away as possible. Varner Aff. § 13 (App. A at Tab
14).

Pursuant to section 252(f) of the Act, the PSC approved Bell South’ s Statement in its

Compliance Order on September 5, 1997. That approval required Bell South to make severa

revisions to the Statement, including changes to the Statement’ s procedure for truing-up rates for
interconnection and unbundled network elements (“UNES’) after completion of the Louisiana

PSC’s cost proceeding. See Compliance Order at 5 (summarizing required revisions). The

required changes have been made and, as explained below, the Statement also has been revised in
light of the Louisiana PSC’s October 24 Pricing Order. A revised Statement that reflects all
relevant Louisiana PSC decisions has been approved by the State commission and is provided as

an exhibit to the Affidavit of Alphonso Varner. Varner Aff. 8 & Ex. AJV-1.
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B. PrimeCo, Sprint Spectrum, and MereTd Are Operational Track A
Competitors

Although BellSouth does not have complete information regarding the activities of all
CLECsin Louisiana, BellSouth does have ample information to know that its agreements with
three wireless carriers — PrimeCo Personal Communications (“PrimeCo”) and Sprint Spectrum in
New Orleans, and MereTel Communications in Baton Rouge — qualify BellSouth to file this
application for authority to provide interLATA servicesin Louisiana under section 271(c)(1)(A),
or “Track A.”

Where a BOC relies upon the presence of afacilities-based competitor to support a Track
A application, that unaffiliated carrier must: (1) have an “agreemen(t] that has been approved
under section 252 of this title specifying the terms and conditions under which the Bell operating
company is providing access and interconnection to its network facilities;,” (2) be a“competing
provider] of telephone exchange service (as defined in section 153(47)(A) of thistitle), but
excluding exchange access;” (3) serve residential and business subscribers; and (4) offer service
exclusively or predominantly over its own telephone exchange service facilities. 47 U.S.C.

8 271(c)(1)(A). PrimeCo, Sprint Spectrum, and MereTel meet all four requirements in Louisiana.

The PCS providers satisfaction of the first, third and fourth criteria requires no extended
discussion. The BellSouth/PrimeCo interconnection agreement was effective April 1, 1997, see
App. B at Tab 28, received state approval id.; Wright Aff. § 115, and has been implemented
through actual interconnection. Wright Aff. 9. Likewise, the Bell South/Sprint Spectrum
agreement was effective April 14, 1997, see App. B at Tab 30, received approval, id.; Wright Aff.

11111, and has been implemented through actual interconnection, Wright Aff. 9. The
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BellSouth/MereTel agreement was effective July 15, 1997, see App. B at Tab 66, became
approved, Wright Aff. Attach. WLPE-A; Barron Aff., and has been implemented through actual
interconnection, Wright Aff. ] 119.

PrimeCo, Sprint Spectrum, and MereTel serve both “residential and business subscribers’
inLouisana. 1d. 119, 111, 113-115, 118; see Denk Report, Attach. MARC Study at 2 (App. D

at Tab 15); PrimeCo News Release, PCS Subscribers Are Full of Surprises, Aug. 19, 1997

<http://mww.primeco.com> (see PrimeCo Primer, News). Because these carriers offer service
exclusively over their own facilities— including cell sites, switches, and wireline network
connections — the “facilities-based” requirement of Track A issatisfied aswell. See Wright Aff.
119, 117, 119.

The only remaining issue is whether PrimeCo, Sprint Spectrum, and MereTdl are
“competing providers of telephone exchange service” for purposes of section 271(c)(1)(A). As
explained below, the plain language of this phrase encompasses PCS providers as well as wireline
providers. While that should end the inquiry, market evidence confirms that PrimeCo and Sprint
Spectrum (and amost certainly MereTel as well) do compete in an economic sense with
BellSouth’ s wireline operations for local customersin Louisiana.

1. PCS Service Is* Telephone Exchange Service”

While exchange access and cellular service are expresdy excluded from the definition of

“tel ephone exchange service” for purposes of section 271,° PCS service isnot. Section 271

defines “telephone exchange service” by reference to section 3(47)(A) of the Communications

¢ Exchange access is excluded by name; cellular is excluded by referenceto 47 C.F.R. § 22.901.
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Act, 47 U.S.C. 8§ 153(47)(A), which in turn defines “telephone exchange service” as “service
within a telephone exchange, or within a connected system of telephone exchanges within the
same exchange area operated to furnish to subscribers intercommunicating service of the
character ordinarily furnished by a single exchange, and which is covered by the exchange service
charge.”’

PCS service satisfies this definition by offering service over aradio-based network
equivaent to an ordinary wireline exchange, for a non-distance-sensitive “airtime”’ charge. Thisis
confirmed by the last sentence of section 271(c)(1)(A); that sentence provides that technically and
commercialy smilar cellular service “shall not be considered tel gphone exchange servicle]” for
purposes of Track A, indicating such wireless service would otherwise qualify. Finaly, section
221(b) of the Communications Act, 47 U.S.C. § 221(b), specifically deprives the Commission of
jurisdiction over “telephone exchange service” furnished by “mobile, or point-to-point radio,” thus
confirming that mobile service can be telephone exchange service.®

The Commission recently held that cellular and PCS services are “telephone exchange

service.”® Although it relied expressly upon section 3(47)(B) — which is not relevant under

- Commission regulations defining the same term, promulgated as part of the Commission’s
implementation of the 1996 Act, track the statute verbatim. See 47 C.F.R. 8§ 51.5.

& This section predates the 1996 Act, which added new language to the definition of “telephone
exchange service” as section 3(47)(B). Accordingly, radio services must qualify as telephone
exchange service under the prior definition of “telephone exchange service” (current section
3(47)(A)), which is referenced in section 271(c)(1)(A).

® First Report and Order, Implementation of the Local Competition Provisions in the
Telecommunications Act of 1996, 11 FCC Rcd 15499, 15999-16000, { 1013 (1996) (“Local
Interconnection Order”), modified on reconsideration, 11 FCC Rcd 13042 (1996), vacated in
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section 271(c)(1)(A) — the Commission relied implicitly on section 3(47)(A), by noting Track
A’s carve-out of cellular service: “[1]f Congress did not believe that cellular providers were
engaged in the provision of telephone exchange service,” the Commission observed, “it would not
have been necessary to exclude cellular providers from this provision.”** Because the cellular
carve-out of Track A applies only to section 3(47)(A), the Commission thus necessarily imputed
to Congress a judgment that wireless service qualifies as telephone exchange service under that
section — and therefore section 271(c)(1)(A) as well.

2. Track A Does Not Require That the Competitor’s Service Be Equivalent in
Every Respect to the BOC's

Having brought PCS within Track A through the definition of “telephone exchange
service,” Congress did not take it outside Track A through the statute’ s reference to a “competing
provider.” Although the Commission has not fully interpreted this phrase in the context of section
271(c)(1)(A), it has stated that, to be a competing provider to the BOC, a competitor need not
meet “any specified level of geographic penetration” or have any particular market share, but
rather must “be said to be an actual commercial alternative to the BOC’* and “actualy bein the

market and operational (i.e., accepting requests for service and providing such service for a

part, lowa Utils. Bd. v. FCC, 120 F.3d 754 (8" Cir. 1997), modified, 1997 U.S. App. LEXIS
28652 (8" Cir. Oct. 14, 1997).

10-1d. 11 FCC Rcd at 16000, 1 1014.

- Memorandum Opinion and Order, Application of Ameritech Michigan Pursuant to Section 271
of the Communications Act of 1934, as Amended, to Provide In-Region, InterLATA Servicesin
Michigan, CC Docket No. 97-137, FCC No. 97-298, at 1 76-78 (rel. Aug. 19, 1997) (“Michigan
Order™).
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fee).”*? PrimeCo, Sprint Spectrum, and MereTd satisfy both the plain statutory requirement and
the Commission’s gloss on that test.

Looking first to the structure of the Act, the fact that PCS providers may qualify as
“competing providers’ under section 271(c)(1)(A) is demonstrated by Congress's use of the
phrase “competing providers’ elsewherein the 1996 Act. Section 251(b)(3) imposes upon
incumbent LECs a duty to provide “competing providers of telephone exchange service’ dialing
parity and nondiscriminatory access to telephone numbers, operator services, directory assistance,
and directory listings.®® In implementing this provision, the Commission has broadly defined
“competing provider” to mean “a provider of telephone exchange. . . services that seeks
nondiscriminatory access from a[LEC] in that LEC's service area.”* This definition includes
requesting PCS providers; indeed, PrimeCo, Sprint Spectrum, and MereTel have al negotiated
for access to telephone numbers, directory listings and directory assistance, operator services, and

dialing parity in Louisiana.’® In light of the canon that language used in more than one placein a

12. ﬂ 1‘[ 75

3| ikewise, section 251(b)(4) requiresincumbent LECsto give “ competing providers of
telecommunications services’ access to poles, ducts, conduits, and rights-of-way.

1 47 C.F.R. § 51.217(a)(1).

> PrimeCo Agreement 88 X, X1, XVI.E; Sprint Spectrum Agreement 88 XI, XII, XVII.E;
MereTel Agreement 88 XI, XII, XVII.E; see also Second Report and Order and Memorandum
Opinion and Order, Implementation of the L ocal Competition Provisions of the
Telecommunications Act of 1996, 11 FCC Recd 19392, 19430, 1 71 (1996) (“Diaing Parity
Order”) (“We anticipate that local dialing parity will be achieved upon implementation of the
number portability and interconnection requirements of section 251.”).
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statutory scheme must be read the same way each time it appears,*® it follows that the phrase
“competing provide]r] of telephone exchange service’ should be read by the Commission to
encompass PCS providers for purposes of Track A aswell.

The legidative history of Track A confirmsthis. Asoriginadly drafted by the House
Commerce Committee, the provision that became section 271(c)(1)(A) specified that a Track A
carrier must be “an unaffiliated competing provider of telephone exchange servicethat is

comparable in price, features, and scope”’ to the BOC's service.r” Cedlular services were deemed

by the Committee not to satisfy this requirement of comparability, and so they were expressy
excluded from Track A.*® Subsequently, however, the underscored language of the Committee
bill was removed on the House floor.*® This was no technical change: Representative Bryant
objected, without success, that the deletion would make a “big major change” and unreasonably
ease BOC entry into long distance.”

Asfinally enacted, section 271(c)(1)(A) requires only that a facilities-based provider of
telephone exchange service (other than exchange access) “actually bein the market” and compete

for customers in a geographic locale served by the BOC. Michigan Order § 75. This ensures, for

16 See, e.q., Ratzlaf v. United States, 510 U.S. 135, 143 (1994); Atlantic Cleaners & Dyers, Inc.
v. United States, 286 U.S. 427, 433 (1932).

7"H. R. Rep. 104-204, pt. 1 at 8 (1995) (“House Report”) (proposing new section 245(c)(1)(A))
(emphasis added).

18 Seeid., pt. 1 at 77 (cellular excluded “since the Commission has not determined that cellular is
asubstitute for local telephone service”).

19 See S. 652 § 101(a) (House substitute, Oct. 12, 1995) (proposing new § 245(a)(2)(a)).

20141 Cong. Rec. H8451, H8452 (daily ed. Aug. 4, 1995).
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example, that a BOC cannot satisfy section 271(c)(1)(A) through an interconnection agreement
with an independent LEC that serves an adjacent service area. By continuing to exclude cellular
carriers from digibility under Track A even after it deleted the requirement of “comparable”
service, moreover, Congress ensured that prior to Bell company interLATA entry there would be
some additional local competition beyond the cellular competition that was well established in all
50 states prior to the 1996 Act.?* Otherwise, Track A would have been available to every BOC in
every state immediately upon enactment.

Congress's decision that the “price, features, and scope”’ of a competitor’s service need
not be comparabl e to those of the BOC’ s service makes sound policy sense. The purpose of
section 271(c) — including both Track A and Track B as well as the checklist — was not to
guarantee any particular type or extent of local competition, but rather to ensure that the BOC has
taken the necessary steps to open the local exchange to all comers.? That iswhy Congress
refused to tie BOC interLATA relief to some measure of actual local competition. See Michigan
Order 11 76-77. Moreover, wireless and wireline networks use the same basic forms of
interconnection with the incumbent LEC and generally obtain checklist items in the same fashion.
Any agreement with a PCS provider under sections 251 and 252 would be available to other

CLECs under the same terms and conditions, so there is no danger that a BOC could obtain

21 See generally Donaldson, Lufkin & Jenrette, The Wireless Communications Industry (Summer
1994).

2 See 141 Cong. Rec. S8188, S8195 (daily ed. June 12, 1995) (statement of Sen. Pressler)
(noting adoption of checklist approach in place of “actual competition” test); 141 Cong. Rec.
S8009 (daily ed. June 8, 1995) (statement of Sen. Hollings) (“checklist” istest of “what actual
and demonstrable competition would encompass’).
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interLATA relief by making preferential arrangements with a PCS provider. See 47 U.S.C. 8§
252(i).

3. For Some Customers and Uses, PCS Service I's a Substitute for
BellSouth’ s Wireline Service

Even if the Commission wrongly read the term “competing provider” to require economic
comparability of the sort originally proposed by the House Commerce Committee, PrimeCo,
Sprint Spectrum, and MereTe would still be Track A “competing providers.” Market surveys of
PCS service in Louisianaindicate that about 17 percent of PrimeCo’s and Sprint Spectrum’s
8000-plus customers chose to subscribe to PCS service instead of subscribing to wireline service.
See Denk Report at Tables 3-5 (App. D at Tab 5). Moreover, having signed up for PCS service,
29 percent of Louisiana PCS users report that they now use PCS as their primary home or
business phone, id. Table 7; 56 percent say they sometimes use PCS to receive and place calls at
home, id. Table 8; 47 percent use PCS as a second telephone at work, id. Table 9; and 80 percent
report using their PCS phone rather than using the wireline service of afriend or business
associate when they are away from home or work, id. Table 6. Each of these study results
indicates that substitution between wireless and wireline calling is occurring.

The press smilarly reports that GTE Wireless has “aready detected [a] shift among
students, who are signing up for cellular or PCS service rather than buying [a] separate phone

line”? And according to market analysts Schroder Wertheim & Co. Inc., “ Sprint Spectrum’s

2 Industry Sees Students and Retirees Dropping Wired Phone for Wireless, Communications
Daily, September 15, 1997.
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wireless objectives include not only penetration of the existing cellular market but aso capturing
significant wireline local telephony market share.”

Pricing comparisons confirm that for low-volume residential customersin LouisianaaPCS
subscription can be less expensive than taking the equivalent wireline intraLATA services from
BellSouth. Banerjee Report (App. D at Tab 6). Dollar-for-dollar rate comparisons, moreover,
do not account for the mobility and one-stop-shopping advantages of wireless, which may cause
customers to substitute PCS for less expensive wireline service. Id. at 1, 7. Given the higher
rates they pay for wireline service, business customers should be even more likely to find PCS
attractive. 1d. at 7.

C. “Track A” Wireline Carriers Are Entering the Louisiana Market

Relevant evidence regarding wireline entry into Louisiana s local markets is not as readily
obtainable by BellSouth as evidence regarding wireless entry. To ensure afull record, therefore,
the Commission should direct all commenters on Bell South’ s application to give specific details
regarding their own telephone exchange service operations, if any, in Louisiana, including
descriptions of al services now being offered and furnished, al steps currently being taken to
enter the market, and timetables for introducing new services.

That said, BellSouth has collected evidence establishing that several wireline CLECsin
Louisiana are beginning to serve the most attractive customer groups in the State. The Affidavit

of Gary Wright describes in detail the activities of CLECs with facilitiesin Louisana

24 Schroder Wertheim & Co. Inc., Company Report — Cox Communications, Inc., dated July 9,
1996.
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ACSI provides exchange access over its own networksin New Orleans, Baton Rouge, and
Shreveport. See Wright Aff. 918 & Attach. WLCE-A (Confidential). ACSI began providing
resold telephone exchange service to business customers in these three citiesin April, 1997 and
introduced facilities-based business service in New Orleans on July 30, 1997. 1d. ACSI’ s tariff
offers service to business and residential customers, although ACSI’ s rates are priced to compete
with BellSouth’ s business rates and it is unclear whether any residential customer has taken ACS|
up on itstariff offerings. 1d. 1 20. One customer who requested ACSI residential service was
told that “[w]e are not able to provide service to residential. It isan FCCissue.” Lee Affidavit
3 (App. D a Tab 7). Nevertheless, ACSI hastold this Commission that it “will provide facilities-
based services to residential callers through MDUs [multiple dwelling units] and STS [shared
tenant service] providers where it makes economic sense.” ACS| Opposition, Application by

BdlSouth for Provision of In-Region InterLATA Servicesin South Carolina, CC Dkt. No. 97-

208, at 14 (FCC Oct. 20, 1997). Indeed, ACSI reported that it already was providing “awide
variety of local exchange services’ using switchesin New Orleans and elsewhere in BellSouth’'s
region. Id. at 14 & attached Falvey Aff. 1 10.

American MetroComm and KMC Telecom are competitive access providers that thus far
have provided telephone exchange service only on aresale basis. American MetroComm has a
fiber optic network and switch in New Orleans, and afiber optic network in Baton Rouge.
Wright Aff. 132 & Attach. WLCE-B (Confidential). KMC Telecom owns fiber optic networksin
Baton Rouge and Shreveport and has installed local exchange switching facilities in both cities.

Seeid. 38 & Attach. WLCE-C. Although both companies have thus far used their networks
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only to provide exchange access, and have limited their local exchange service to resale, American
MetroComm and KM C Telecom are expected to begin facilities-based service in Louisianain
mid-November. See Wright Aff. {1 33-40.

Like ACSI, American MetroComm, and KMC TeleCom, SHELL Offshore Service
Company (“Shell”) — a subsidiary of the oil company — has an approved interconnection
agreement with BellSouth, is certified to provide local servicein Louisiana, and has filed alocal
exchange service tariff with the Louisiana PSC. Id. 1 42-43. A detailed description of Shell’s
network and tariff offerings for residential and business customersis included in Attachment
WLCE-D of the Wright Affidavit.

Cox Fibernet has announced that it will serve residential and business customersin New
Orleans using its own wireline hybrid coax/fiber facilities— a network that passes 428,000 homes
and currently serves about 275,00 cable television subscribers. Wright Aff. 1 51-52 & Attach.
WL CE-E (confidential). Cox provides access service, long distance service (with its partner
Frontier Corporation), Internet access, and private line services, and is currently installing an
Ericsson AXE central office switch. Although Cox has not negotiated an interconnection
agreement with Bell South, Cox’ s parent company owns a 30% stake in TCG, which has executed
an interconnection agreement with BellSouth. 1d. §56. Cox is certified to provide loca service
in Louisiana. Id. 49.

Entergy Hyperion Telecommunicationsis certified to provide local service in Louisiana

and has an approved local exchange service tariff. Id. 11 70-71. Entergy Hyperion's plan for
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facilities-based entry is targeted to the business end-user and the company is in the process of
finalizing an interconnection agreement with BellSouth. 1d. 11 70, 74.

ITC DeltaCom provides exchange access over a series of fiber optic routesin Louisiana
and throughout most of BellSouth’sregion. Id. Y 75-76. Although ITC DeltaCom launched
both resold and facilities-based local service in Alabamain June 1997, and has received Louisiana
PSC approval of its interconnection agreement, application for CLEC certification, and tariff, ITC
DeltaCom has not yet announced loca entry plansfor Louisiana. 1d. 11 81-82.

If the evidence confirms that one or more of these wireline carriers are in fact offering
both residential and business facilities-based service in Louisiana, Track A would be satisfied
without regard to the status of PCS providers, and it would be unnecessary for the Commission to
address that issue of first impression. Likewise, if the evidence shows that awireline CLEC has
begun supplementing facilities-based service to business customers with resale of BellSouth's
residential service in Louisiana (or vice versa), BellSouth would be digible for interLATA relief
under Track A.® Furthermore, Track A can be satisfied by a combination of CLECS, rather than

the activities of just one CLEC aone. See Michigan Order 1|1 82-85.

% The Department of Justice has explained that the Act “does not . . . require that each class of
customers (i.e., business and residential) must be served over afacilities-based competitor’s own
facilities.” Addendum to DOJ Oklahoma Evaluation at 3, CC Dkt. No. 97-121 (May 21, 1997).
“[1]t does not matter whether the competitor reaches one class of customers — e.g., residential —
only through resale, provided the competitor’s local exchange services as awhole are provided
‘predominantly’ over its own facilities.” 1d.
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D. If NoWirelineor Wireless CLEC Had Launched Track A Service, BellSouth
Would Be Eligiblefor InterLATA Relief Under Track B

Even if PCS providers did not qualify under Track A for some reason, and even if no
wireline carrier had commenced facilities-based service that would bring it under Track A,
BellSouth would still be eligible to apply for interLATA entry in Louisana. While the
Commission has read section 271(c)(1)(B) to condition Bell company interLATA entry on the
absence of arequest for negotiation to obtain access and interconnection “from a prospective
competing provider of the type of telephone exchange service described in section 271(c)(1)(A),”

Oklahoma Order ] 31 (emphasis added), this interpretation of Track B is contrary to the plain

language of the statute and has been challenged before the U.S. Court of Appeals for the District

of Columbia. SBC Communications, Inc. v. FCC, No. 97-1425 (D.C. Cir. to be argued Jan. 9,

1998). BellSouth believes that, after December 8, 1996, Track B isforeclosed only if the BOC
has recelved a request from a qualifying “competing provide[r]” that actually meets the criteria of
Track A as of “the date which is 3 months before the date the company makes its application.” 47
U.S.C. 8 271(c)(1)(B). Accordingly, if no CLEC in Louisana qualifies under Track A, it
necessarily follows that BellSouth had not received any qualifying request as of three months prior
to this application and is eligible to file under Track B.

Depending upon the record facts gathered by the Commission in this proceeding,
BellSouth might qualify as well under the Commission’ s interpretation of Track B, on the basis
that no CLEC istaking “reasonable steps’ toward providing Track A servicein Louisiana. See

Oklahoma Order 111 57-58. For example, a CLEC would not be taking reasonable steps to

provide residential service on afacilities basisif it offers business services over its own network,
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but refuses to serve residential customers over that operational network. Likewise, acarrier such
as AT&T that has sought to enter the local market by demanding a pre-assembled “platform” of
network elements to which it has no legal entitlement, is not taking reasonable steps toward
providing Track A servicein Louisiana

. BELLSOUTH PROVIDESINTERCONNECTION AND ACCESSIN
COMPLIANCE WITH THE COMPETITIVE CHECKLIST

BellSouth satisfies each of the fourteen requirements of the competitive checklist by
“providing access or interconnection” pursuant to its state-approved interconnection agreements
with PrimeCo, Sprint Spectrum, MereTel, and other carriersin Louisiana, as well as through the
genera offerings of the Statement. PrimeCo, Sprint Spectrum, and MereTel have negotiated with
BellSouth for contract provisions that meet their particular requirements. These carriers al'so have
a contractual right to opt-in to designated provisions of other Bell South agreements that have
been approved by the Louisiana PSC, or to take the terms of another agreement — such asthe
arbitrated agreement between BellSouth and AT& T — in their entirety. Finally, PCS providers
and other CLECs may take advantage of the Statement, which, as the Louisiana PSC has

confirmed, meets al checklist requirements.?® Should CLECS place orders for checklist items

% These local competition issues are at the core of the Louisiana PSC's expertise and jurisdiction.
See lowa Utils. Bd. v. FCC, 120 F.3d 753 (8" Cir. 1997) (confirming state jurisdiction over local
interconnection and resale agreements and pricing). This Commission, moreover, is required to
consult with the Louisiana PSC “to verify” BellSouth’s satisfaction of the checklist, further
driving home that the state commission’s determinations are entitled to great weight. 47 U.S.C.

8 271(d)(2)(B).

There is no conflict between the statute’' s requirement of consultation with the state
commission to verify checklist compliance and the additional requirement of consultation with the
Attorney General. See 47 U.S.C. 8§ 271(d)(2)(A). Unlike the state commissions, the Department
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under these provisions, they will find BellSouth ready, willing, and able to furnish each item at the
requisite level of quality.

In that regard, a clear distinction must be drawn between competitive entry by CLECS, on
the one hand, and CLECs' ahility to obtain local facilities and services from BellSouth, on the
other. This Commission has acknowledged that CLECs might limit their local servicesif doing so

will dow Bell company entry into long distance. See Michigan Order 1 111; Oklahoma Order

156. Injust the same way, CLECs have doggedly sought to convert their own lack of interest in
the local market (or their ineptitude in executing business plans for local entry) into a strategic
weapon: They suggest that any delaysin local competition must necessarily be the fault of the
incumbent. Consistent with that tactic, AT& T and others will predictably imply that — but for
some failing by BellSouth — they would already be up and running as local carriersin Louisana

That isnonsense. AT&T in particular is making no serious effort to enter the local
telephone businessin Louisiang; it istoo caught up in seeking to persuade judges and regulators
to rewrite the 1996 Act. See Wright Aff. 11 105-108. Nor is BellSouth responsible for the

relatively slow pace of entry by those CLECSs that are now commencing local service, or those

of Justice has no special expertise on checklist issues and chose not to be a participant in state-
level evidentiary proceedings. Accordingly, the Department of Justice's views would be entitled
to less weight than the Louisiana PSC’s even if one did not consider the legidative history of the
Act. When that legidative history is considered, it shows that Congress intended to limit the
Attorney General’s consultative role to antitrust issues under the public interest test. See, e.q.,
142 Cong. Rec. H1176 (daily ed. Feb. 1, 1996) (statement of Rep. Jackson-Lee) (“substantial
weight” to be accorded to the views of the Attorney General is limited to her “expertisein
antitrust matters’); id. at H1178 (statement of Rep. Sensenbrenner) (“FCC’ s reliance on the
Justice Department is limited to antitrust related matters’); see also id. at H1157 (statement of
Sen. Hyde) (“the Department of Justice will apply any antitrust standard it considers

appropriate”).
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carriers genera avoidance of residential customers. As explained in detail below, al required
checklist items are demonstrably available to for those CLECs who are prepared to compete.
There are afew areas in which Bell South disagrees with the interpretations of checklist

requirements suggested in the Commission’ s Michigan Order, particularly regarding pricing,

combinations of UNESs (an issue recently resolved in BellSouth’ s favor by the Eighth Circuit), and
certain OSS performance measurements and standards. BellSouth and other parties have properly
presented these issues to the courts and the Commission;?’ in this application BellSouth preserves
its positions for resolution by the courts if necessary.®® No one who fully reviews this application,
however, could genuinely question BellSouth’ s good-faith commitment to satisfying the local-
market requirements of the checklist and the 1996 Act. BellSouth thus believes not only that the

Commission should change its position on the disputed legal issues as to which it has not already

' In connection with its decision in lowa Utilities Board, 120 F.3d 753, the Eighth Circuit has
pending before it petitions arguing that because pricing matters are reserved to the States under
section 252, and the checklist smply requires compliance with section 252’ s pricing rules, the
checklist does not authorize the Commission to condition BOC interLATA entry upon
compliance with federal pricing rules. In addition, BellSouth has petitioned the Commission to
reconsider and clarify portions of the Michigan Order, including those dealing with OSS
performance measurements and standards and evidentiary matters. Petition of BellSouth
Corporation for Reconsideration and Clarification, Application of Ameritech Michigan Pursuant
to Section 271 of the Telecommunications Act of 1996 to Provide In-Region, InterLATA
Servicesin Michigan, CC Docket No. 97-137 (filed Sept. 18, 1997).

. Bell South recognizes that the Commission has no power now to grant relief on BellSouth’s
belief that section 271, along with other provisions of the 1996 Act that single out and impose
burdens on the BOCs by name, constitutes an unconstitutional bill of attainder and also violates
both separation of powers and equal protection principles. Accordingly, BellSouth preserves
these arguments as well for future review in the courts.
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been overruled, but also that the Commission should look beyond these narrow disagreements to
the broad effort BellSouth is making to accommodate competitive.

A. BellSouth is Providing Nondiscriminatory Access to its Operations Support
Systems

In its Michigan Order this Commission emphasized nondiscriminatory accessto OSSsas a

critical aspect of the checklist requirements. Michigan Order 11 128-221. After exhaustive and

very expensive efforts to implement, test, and make commercialy available new and improved
interfaces and OSSs, see generaly Stacy OSS Aff. (App. A a Tab 12), and to establish and staff
new organizations, centers, and procedures for the benefit of CLECS, see Stacy Performance Aff.
194-11 (App. A a Tab 13), BellSouth is able to ensure CLECs the required access. BellSouthis
not stopping there, however. Asthe affidavits cited below explain, Bell South is continuing to
enhance its systems, which aready meet the Act’s requirements, so that CLECs will have even
better accessto OSSs. Although not necessary to this application, that fact should give the
Commission additional confidence in Bell South’s commitment to facilitate local market entry.
CLECs are able to perform traditional OSS functions such as pre-ordering, ordering,
provisioning, maintenance and repair, and billing “in substantially the same time and manner” as

BellSouth. Local Interconnection Order, 11 FCC Rcd at 15764, 518. Asdemonstrated in a

videotape provided as part of Appendix D to this application, BellSouth has modified its OSSs to
process CLEC transaction requests and has developed interfaces that allow CLECs to obtain
access to resale services and unbundled elements at parity with BellSouth. With these

modifications now in place, CLECs may obtain pre-ordering information, prepare and enter
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orders, receive provisioning information, enter and track the receipt and status of trouble reports,
and bill customers accurately, in substantially the same manner as Bell South.

To cater to the differing needs of various CLECS, Bell South has provided a choice of
manual or electronic OSS interfaces. Electronic interfaces currently are available for every aspect
of OSS access. These interfaces meet existing industry standards; as new industry standards are
developed, BellSouth will implement them, too. See Stacy OSS Aff. 6. In addition, BellSouth
has provided CLECs with al information (such as user guides and ordering codes) necessary to
enable quick processing of CLEC requests, aswell as the training they may need to use
BellSouth’ s systems effectively. Stacy OSS Aff. {1 136-144 & Exs. WNS-48-51.

Whatever interface(s) a CLEC chooses, BellSouth will provide substantialy the same type
of functionality at substantially the same level of performance that Bell South provides to itself.
The Louisiana PSC has found as much. It explained that the sufficiency of BellSouth’s systems
was “[p]erhaps the single most hotly contested aspect of” its proceedings, diciting supplemental
briefing, over 115 data requests, and live demonstrations by BellSouth, AT& T, and MCI.

Compliance Order at 4, 15. Based upon this“careful . . . analysis,” the Louisiana PSC determined

that BellSouth’s systems “do in fact work and operate to allow potential competitors full non-
discriminatory access’ to BellSouth’s OSSs. |d. at 15.

Nor can there be any argument that the access Bell South providesis not viable at
commercially reasonable usage levels. All of BellSouth’s OSS interfaces have been subjected to
extensive internal testing. See Stacy OSS Aff. {1 118. For example, Bell South has conducted

tests of its combined electronic interfaces to establish a minimum capacity of 10,000 total requests
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per day in BellSouth’s nine-state region. 1d. §120. Almost 3,500 trouble reports have been
processed through the maintenance and repair interface and Bell South received more than 16,500
electronic orders for resale servicesin September adone. 1d. 1129 & Ex. WNS-46. BelSouth’'s
systems are readily expandable to meet any reasonably foreseeable CLEC demand without
discriminatory delays. 1d. 1 122.

There will be those who say that the sufficiency of BellSouth’s OSSs can only be shown
by processing larger numbers of actual orders from CLECs. This Commission, however, has
already rejected the argument that the availability of local facilities and services can only be shown

by furnishing them to competitors at some minimum volume. Michigan Order 1 113-115. The

checklist does not empower CLECs to delay long distance competition by refusing to come and
get BellSouth’s offerings.

Pre-ordering. To access OSSs containing pre-ordering information, CLECs can select a
manual or electronic interface. The eectronic interface — known as the Loca Exchange
Navigation System (“LENS’) — is an interactive system that allows the CLEC direct, real-time
access to BellSouth’ s pre-ordering OSSs. Stacy OSS Aff. 1116-12. LENS is compatible with
inexpensive, commercialy available hardware and software and requires no additiona
development effort by the CLEC, yet can be customized by the CLEC to whatever extent the
CLEC chooses. Id. 110. To accommodate CLECs of differing sizes and needs, LENS s
accessible through direct (LAN-to-LAN) connections, dia-up access, or public Internet access.

Id. LENS enables a CLEC to satisfy a customer’s needs for pre-ordering information during a
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single telephone call with the customer, without any assistance or intervention from Bell South
personnel. Stacy OSS Aff. 1 4.

For manual pre-ordering, which “smaller competing carriers [may] prefer,” Michigan
Order at 1137 & n.333, the CLEC ssimply passes on pre-ordering information requests to one of
BellSouth’ s two (redundant) Local Carrier Service Centers (“LCSCs”) viafacsimile, telephone, or
mail. See Stacy Performance Aff. Y 4-5 (discussing LCSCs).

Using either of these interfaces, CLECs may gather and verify street address information,
telephone number availability, service and feature availability, due date information, and customer
service record information. Stacy OSS Aff. 1 13-41. For instance, if a CLEC initiates an address
verification query through LENS, the LENS server will query the appropriate Bell South database
and verify the address on ared-time basis. 1d. 1116, 20. A CLEC can use LENS to select and
reserve telephone numbers (including vanity numbers) on areal-time basis while the CLEC's
customer isontheline. 1d. 124. LENS aso may be used to validate what features are available
to particular end-user customers, either by entering a ten-digit telephone number or a street
address. Id. 1 26.

LENS allows CLECs to obtain due date information for installations requiring a premises
visit. 1d. 1 32-33.%° Authorized CLECs likewise may access customer service records on areal-
time basis through the LENS interface. 1d. 138. Not al pre-ordering functions are applicable to

UNEs, but where a particular function is applicable (such as assigning a tel ephone number for an

#- Business rules for other due-date intervals have been provided to CLECs. Stacy OSS Aff.
91 139.
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unbundled port), BellSouth’s pre-ordering interface can be used for UNEs as well as resold
exchange services. Id. 148.

BellSouth personnel must use different systems for residential and business pre-ordering.
Solely for the convenience of CLECs, however, BellSouth has made the single LENS system
available for both business and residential pre-ordering. 1d. §12.* LENSIs, in addition, more
user-friendly than some of the systems used by BellSouth’s own service representatives, because
it relies exclusively on graphics and English-text prompts rather than code and function keys. 1d.
118, 12.

In an effort to make LENS even more useful to larger CLECs, Bell South has provided to
interested CLECs a LENS interface specification that allows for direct integration of datainto a
CLEC' ssystems. This enablesthe CLEC to use its own systems to obtain and manipulate the
data provided by LENS. Stacy OSS Aff. §44. Over and above the nondiscriminatory access
provided by LENS and required under the Act, moreover, BellSouth will make available machine-
to-machine interfaces for access to pre-ordering OSSs that are tailored to individual CLECS
requirements. Id. 142-45. For instance, even though it is not required to do so to meet its duty

of nondiscriminatory access under the Act, BellSouth is devel oping a customized machine-to-

- Certain complex services that require extensive design work and are ordered in relatively low
volumes, such as SONET rings, may only be pre-ordered and ordered through a paper process.
Thisistrue for BellSouth and CLECs dlike. Stacy OSS Aff. 1163-73 & Ex. WNS-30. The
service inquiry and any subsequent service requests are handled without distinguishing between
orders generated by BellSouth and orders generated by a CLEC. |d. 64. The processes
employed by BellSouth for these services thus afford CLECs and their customers the same level
of timely service as BellSouth and its retail customersreceive. Seeid. 1 63-73.
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machine interface ("EC-LITE”) that meets AT& T’ s particular specifications. BellSouth expects
to deploy thisinterface in December 1997. Id. §42.

As described in the attached Stacy OSS Affidavit, tests and actua usage demonstrate that
LENS is comparable in speed to the interfaces through which BellSouth’ s customer service
representatives access the same systems. 1d. 116, 9, 20, 31. BellSouth’s central OSS databases
thereafter treat all queries alike, whether they originate with a CLEC or a BellSouth service
representative. 1d. 11 16, 24, 28, 34 & Ex. WNS-37.

Ordering and Provisioning. Ordering and provisioning are the processes whereby a CLEC

requests resold services, UNEs, or interconnection trunking from Bell South and then receives
information such as a confirmation that the order has been accepted. See 47 C.F.R. § 51.5.
CLECs may use the Exchange Access Control and Tracking (“EXACT”) system to request
interconnection trunking. Thisisthe same industry-standard interface Bell South uses to process
access service requests from interexchange carriers. Stacy OSS Aff. §56. In addition, a second
interface specifically developed for CLECS, Electronic Data Interchange (“EDI™), has been
available to CLECs since December 31, 1996. Currently, five CLECs have an EDI interface in
actual use with BellSouth. Id. §55. EDI allows CLECsto order resold services, including four
“complex” services, and unbundled loops, unbundled ports, and interim number portability. 1d.
1158, 60. BellSouth’s interface meets the industry standards for EDI developed by the Ordering
and Billing Forum (a subcommittee of the Association for Telecommunications Industry
Solutions), allowing a CLEC to transmit service requests in standard EDI format to Bell South.

Id. §50. Using the EDI format, for instance, CLECs may specify that a customer be switched “as
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is” (no features or functions are added or deleted) or “as specified” (specified features or
functions are added or deleted). 1d. 11 50-51.

CLECs have other alternatives as well. In addition to the nondiscriminatory access
afforded by EXACT and EDI, CLECs may, at their option, submit service requests for most non-
complex services through LENS. 1d. 156. Or if a CLEC chooses not to use an electronic
interface, it may request services or UNEs using a manual process. Stacy Performance Aff. § 8.

CLECS access to BellSouth’s ordering functions is substantially the same as the access
provided to BellSouth’s own retail operations. Mechanized order generation is available on
BellSouth’ s side of the EDI interface for resale services that collectively represent 90 percent of
BellSouth’ s consumer and small business revenues. Stacy OSS Aff. §67. Mechanized service
order generation for unbundled loops, ports, and interim number portability was made available to
CLECs as of October 6, 1997, following testing by BellSouth. 1d. While there have in the past
been problems with rejection of eectronic orders placed by CLECs, problems attributable to
BellSouth have been corrected. 1d. Y 68-72.

After the CLEC submitsits order through the preferred interface, the request is screened
for formatting errors and the complete and correct service request is transferred to the same
service order control system used for BellSouth’ s own retail orders. This database automatically
delivers service order records to the downstream OSSs that select and assign facilities and cross-
connect wiring functions. Thereis no distinction between CLEC- and Bell South-originated order
records. Instead, orders are scheduled and filled on a first-come, first-served basis. Stacy OSS

Aff. 1123, 33, 34.
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All of BellSouth’s systems for ordering and provisioning are easily capable of meeting
current demand and are scalable to meet reasonably foreseeable demand, including order “ spikes,”
without discriminatory delays. 1d. 1 119-134; Stacy Performance Aff. 1 4-11 (discussing
BellSouth service centers).

Service Maintenance and Repair. CLECs can use BellSouth’ s interactive Trouble Analysis

Facilitation Interface (“TAFI") or amanual interface to initiate maintenance or repair inquiries for
services associated with atelephone number. Stacy OSS Aff. 86. If a CLEC electsto use the
manual interface, BellSouth will handle the CLEC’ s phoned-in trouble reports in the same way it
handles reports from its own retaill customers — by entering the report into TAFI. 1d. 11 90, 93.
But if the CLEC chooses direct accessto TAFI, its personnel are themselves able to input trouble
reports, obtain commitment times, and check on the status of previoudly entered reportsin the
same way BellSouth retail service representatives, who use TAFI themsealves, would accomplish
the sametask. Id. 93. Unlike BellSouth retail service representatives, however, CLECs have
the advantage of being able to access TAFI for both business and residential customers through
the same interface. 1d. §90. CLECs have access to information on the resale services and UNES
they have purchased from Bell South, but not to information about the customers of other CLECs.
Id. 11 90-91.

TAFI automatically performs diagnostic tests and, by interacting with other internal
BellSouth systems, is often able to correct atrouble report while the customer is still on the line.
For example, if a customer were to report a problem with call waiting, TAFI would first verify

that the feature is listed on the customer service record. Then, depending on the nature of the
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problem, TAFI may be able to restore the service to theline. 1d. 187. Where further action is
required BellSouth will advise the CLEC of the steps being taken and the time they will take, so
that the CLEC can inform its own customer. 1d. §86. Thereafter, the CLEC can check the status
of arepair order by entering a subsequent report into TAFI or, if it placed theinitial order
manually, by contacting the Bell South Residence Repair Center or Business Repair Center with
which it placed the initial report. Seeid.

As of September 30, 1997, eighteen CLECSs had entered trouble reports via TAFI. A tota
of 3,463 trouble reports were generated by CLECs on TAFI from June through September 1997.
Id. §129. BellSouthis ableto add additional capacity amost immediately. Stacy OSS Aff.
128. Usage data and testing confirm that the access provided to CLECs through TAFI is
nondiscriminatory. See Stacy OSS Aff. {1 120-135.

For designed services (which are associated with a circuit number), CLECs have the
ability to pass atrouble ticket electronically into the Work Force Administration database using
the Exchange Carrier - Common Presentation Manager interface. 1d. 184, 95. For trouble
reporting regarding designed services (such as resold complex private line services),
interconnection trunking, or designed UNEs, CLECs today have access to the TIM1 electronic
bonding interface used by interexchange carriers for access services. I1d. 195. In addition,
BellSouth will make available to CLECs in November 1997 yet another option beyond the
nondiscriminatory access required under the Act: namely, the Electronic Communications Trouble
Administration Gateway, a system based on the T1M 1 standard for repair and maintenance of

local service that can be used for non-designed and designed services and UNE trouble reports.
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Id. 1 97. BelSouth also will develop customized systems such as one now being developed for
AT&T based on the TIM1 standard. Id.

Billing. BelSouth bills CLECs using its two billing systems — Carrier Access Billing
Systems (“CABS’) and Customer Records Information System (“CRIS’). CABSisabilling
system for carriers that measures billable access usage and conforms to industry standards
established by the Ordering and Billing Forum. CRIS was developed for billing end usersand is
used to bill CLECsfor resold services: It measures billable call events (e.q., the use of avertica
service that is charged on a per-use basis) and accumulates call record details. Hollett Aff. 15
(App. A a Tab 6).

A CLEC receives separate bills from the CRIS and CABS systems, just as a Bell South end
user who subscribes to a service that is recorded in both systems would receive two hills. Stacy
OSS Aff. §101. A variety of billing mediaformats are available to CLECs for both CRIS and
CABS bills, BellSouth also offers a capability for sorting the information provided on CRIS bills.
Hollett Aff. 6. To accommodate the preferences of CLECs, Bell South has even negotiated to
provide CRIS datain CABS format and is testing this capability with AT& T and MCI. 1d. 17,
see also Stacy OSS Aff. § 102.

BellSouth additionally offers CLECs access, either electronically or using a magnetic tape,
to usage-senditive data in a manner that facilitates end-user billing. Hollett Aff. §11. Fourteen
CLECsin BellSouth’ s region now use this daily data transfer and another ten are receiving test
files. 1d. Inal, approximately 1.5 million such messages are transmitted monthly throughout

BellSouth’sregion. 1d. Daily usage information is available for resold lines, interim number



BellSouth, November 6, 1997, Louisiana

portability accounts, and some unbundled network elements such as unbundled ports. Id. This
system provides CLECs access to the data they need in substantially the same time and manner as

BST, asthe Louisiana PSC confirmed through its own investigation. See Compliance Order at

15. Testing and actual usage prove that CLECs are able to receive billing information on a
nondiscriminatory basis. See Hollett Aff. 1 9-18 (discussing measures to ensure adequacy of
billing systems for CLECs' needs); Stacy OSS Aff. Ex. WNS-53. BellSouth has adopted a variety
of safeguards to prevent double-billing and other billing errors and has addressed the few issues of
this sort that have arisen. Hollett Aff. 11 9-17.

Performance Measurements. BellSouth has collected for this application and will make

available to CLECs extensive data on the real-world performance of its systems. Dataare
provided to assess system availability, response time, and usage billing timeliness. See Stacy
Performance Aff. §f 32-35. BellSouth aso has provided data on the percentage of orders placed
through Bell South’s electronic interfaces that “flow through” the OSSs without manual
intervention. 1d. §36.*

B. All Fourteen Checklist Items Are Legally and Practicably Available

BellSouth’s OSSs enable CLECs to obtain the local network facilities and services
BellSouth provides in accordance with other checklist requirements. See 47 U.S.C. § 271(c)(2).

The Commission has explained that “to be ‘ providing’ a checklist item, aBOC must have a

3 As BellSouth explained in its petition for reconsideration of the Michigan Order, however, the
Commission may not enforce substantive performance standards for other checklist items under
the rubric of accessto OSSs. What happens after CLECS' requests have made it through
BellSouth’ s support systems is governed not by the Act’s OSS provisions, but rather by the
checklist requirements (if any) that address the underlying item ordered.




BellSouth, November 6, 1997, Louisiana

concrete and specific legal obligation to furnish the item upon request” and “ must demonstrate
that it is presently ready to furnish each checklist item in the quantities that competitors may

reasonably demand and at an acceptable level of quality.” Michigan Order 1 110.

BellSouth satisfies both elements of this test with respect to all checklist items. BellSouth
islegally obligated to provide all fourteen checklist items to PrimeCo, Sprint Spectrum, MereTed,
or any other CLEC that asks. First, the specific provisions of the PrimeCo, Sprint Spectrum and
MereTel agreements directly require Bell South to make a number of checklist items available.
Second, the agreements require Bell South to make available to PrimeCo, Sprint Spectrum, and
MereTel portions of any of BellSouth’s other state approved agreements on matters such as:
interconnection, collocation, unbundled access to any network element, access to poles, ducts,
conduits, and rights-of-way, access to 911/E911 emergency network, and access to telephone
numbers. PrimeCo Agreement 8 XV1.B, E.2; Sprint Spectrum Agreement § XVII1.B, E.2;
MereTel Agreement 8 XVI1I1.B, E.2. Third, PrimeCo, Sprint Spectrum and MereTel may choose
to opt into an entire agreement negotiated by another CLEC. PrimeCo Agreement 8 XVI1.B, E.1;
Sprint Spectrum Agreement 8 XVII1.B, E.1; MereTel Agreement 8 XVII.B, E.1. Thus, for
example, BellSouth islegally obligated to provide these carriers whatever it offersto AT&T,
pursuant to AT& T’ s arbitrated interconnection agreement. Fourth, any CLEC that is certified by

the Louisiana PSC to provide local telecommunications services in the State has access to the

terms of BellSouth’ s approved Statement. Statement at 1. Moreover, pursuant to MFN clauses
in their own negotiated agreements, Sprint Spectrum, PrimeCo, and MereTel have access to the

terms of BellSouth’ s approved Statement, either in their entirety or on a section-by-section basis
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if they fall within one of the categories noted above. See Sprint Spectrum Agreement 8 XVII.C,
E.1-2 (making available terms of any “order,” including the terms imposed by the L ouisiana PSC

in its Compliance Order); see also PrimeCo Agreement 8 XVI1.C, E.1-2 (same); MereTd

Agreement 8 XVII.C, E.1-2 (same).

BellSouth’ s legal obligations to provide all fourteen checklist items are not mere paper
promises. Rather, commercia usage throughout Bell South’ s region, as well as thorough testing
in Louisiana and elsewhere, confirm that al checklist items are available today on a
nondiscriminatory basis that enables CLECs to provide the same quality telecommunications
services as BellSouth and in sufficient quantities to meet reasonably foreseeable CLEC demand.

(1) Interconnection. Subsection 271(c)(2)(B)(i) requires BellSouth to hold out

interconnection with its network facilities in accordance with the requirements of sections
251(c)(2) and 252(d)(1) of the Communications Act. These two provisionsin turn require
BellSouth to provide interconnection: (A) “for the transmission and routing of telephone
exchange service and exchange access;” (B) “at any technically feasible point;” (C) “that is at |least
equal in quality” to what BellSouth provides itself; (D) “on rates, terms and conditions that are
just, reasonable, and nondiscriminatory;” and (E) based upon cost plus a “reasonable profit.”

BellSouth’ s agreements with PrimeCo, Sprint Spectrum, and MereTel (among other
carriers) satisfy sections 251(c)(2) and 252(d)(1) and applicable Commission regulations by
providing local interconnection of equal quality, at any technically feasible point, at cost-based
rates. See Varner Aff. {50, 56-63; Milner Aff. 11 12-15 (App. A a Tab 9). In addition to

setting forth specific interconnection terms, PrimeCo Agreement 88 1V, VI; Sprint Spectrum
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Agreement 88 1V, VI; MereTel Agreement 88 IV, VI, the agreements enable PrimeCo, Sprint
Spectrum, and MereTé to opt into the interconnection provisions of other agreements and the
Statement. PrimeCo Agreement 88 XVI1.E.2.a; Sprint Spectrum Agreement 8 XVI1I.E.2.g;
MereTel Agreement 8 XVII.E.2.a For example, the terms of the AT& T Agreement would allow
PrimeCo, Sprint Spectrum, and MereTel to “interconnect” with BellSouth “at any point . . . that is
technically feasible” AT&T Agreement 8 30.2 & Attach. 2, 8 16. The Statement allows
interconnection at the line-side or trunk-side of the local switch, aswell as at trunk
interconnection points for a tandem switch, central office cross-connect points, and out-of-band
signal transfer points. See Statement 8 1.A.1. Pursuant to a*“Bona Fide Request Process’ that
was developed jointly with AT& T and is available to al CLECs, Bell South also will provide loca
interconnection at any other technically feasible point, including meet-point arrangements. AT& T
Agreement Attach. 14; Statement 8 1.A.2 & Attach. B; Varner 1 16, 50; Milner Aff. § 12;
Woroch Aff.  28-29 (Bona Fide Request Process allows new and unusual offerings and “gives
the CLEC the flexibility to respond to market uncertainties’). Interconnection is available
through several aternative methods, including virtual and physical collocation and interconnection
via purchase of facilities by either company from the other. PrimeCo Agreement 8§ VI.A.; Sprint
Spectrum Agreement 8 VI.A; MereTel Agreement 8 VI.A; seealso AT& T Agreement § 32.1 &
Attach. 3 at § 2; Statement § 1.C & 11.B.6; Varner Aff. 11 44-45, 47.

The Louisiana PSC has confirmed that interconnection is available in compliance with the

Act. Compliance Order at 6-7. Asof September 30, 1997, BellSouth had installed more than

30,500 interconnection trunksin its region, including 936 trunksin Louisiana. Milner Aff. I 13.
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There are, in addition, 21 physical collocation arrangements in place in BellSouth’ s region and 88
in progress, including one in place and two in progress in Louisiana. See Milner Aff. 123
(discussing and providing list of physical collocations). Four virtual collocation arrangements are
in place in Louisiana and another four are in progress, and another 145 have been established
elsewherein BellSouth’sregion. Milner Aff. §29 & Ex. WKM-2 (list of BellSouth’s virtual
collocations). Because Bell South uses the same processes with respect to checklist itemsin all of
its nine states, this experience within and outside L ouisiana confirms the practical availability of
interconnection in Louisiana. Milner Aff. 5.

To demonstrate that the interconnection Bell South provides competitorsis equa in quality
to that BellSouth providesitself, BellSouth has furnished the following materials with this
application: detailed technical service descriptions outlining its local interconnection trunking
arrangements and switched local channel interconnection, Milner Aff. 1 13-14 & Ex. WKM-9;
BellSouth’ s Collocation Handbook, which establishes standardized procedures for collocation,
Milner Aff. 17; Varner Ex. AJV-4; and blockage rates for trunks that route Bell South traffic and
for trunks that route competitors' traffic, see Stacy Performance Aff. 1 47-49. Each of these
three bases for comparison confirms that the interconnection Bell South provides competitors
equals what BellSouth providesto itself. Milner Aff. § 12; Stacy Performance Aff. 1 63-65 &
Exs. WNS-11-14. In every instance in which atrunk has been blocked, Bell South has cooperated
with competitors to resolve the problem in a nondiscriminatory fashion. See Milner Aff. 1 16

(describing examples).
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BellSouth’ s interconnection agreements and Statement al so address the rates at which
interconnection will be provided. PrimeCo Agreement Attach. B-1; Sprint Spectrum Agreement
Attach. B-1; see dso AT& T Agreement Part IV (pricing of transport); id. Table 2 (pricing for
physical and virtual collocation); Statement 8§ 1.E & Attach. A at 1. After an in-depth cost
proceeding in which Bell South and other parties submitted forward-looking cost studies and other
evidence, the Louisiana PSC recently established cost-based interconnection rates that have been
incorporated into the Statement and — where lower than Bell South’ s interim rates — were
automatically included (via a true-up process) in BellSouth’ s agreements. See Pricing Order
Attach. A, 8 D (interconnection and transport), 8 H (collocation); Varner Aff. 1 48, 50
(discussing rates). The Louisiana PSC arrived at these rates after consulting an independent
expert, whose recommendations often differed from those of Bell South and other parties. Pricing
Order at 4. The independent consultant’s methodol ogy, which the Louisiana PSC adopted, was
identical to the methodology relied upon by the Michigan Commission, id. at 3, and endorsed by

this Commission as “fully consistent with TELRIC principles.” Michigan Order § 290.%

% nits Pricing Order, the Louisiana PSC explained that its rates were derived in accordance
with nine principles: (1) long-run implies a period long enough that al costs are avoidable; (2)
cost causation is akey concept in incremental costing; (3) the increment being studied should be
the entire quantity of services provided; (4) any function necessary to produce a service must have
an associated cost; (5) common overheads are not part of along run incremental cost study and
recovery of those costsis apricing issue; (6) technology used in along-run incremental cost study
should be the least-cost most efficient technology that is currently available for purchase; this
assumes existing structural facilities, but allows for replacement with the most efficient, least-cost
technology; (7) costs should be forward-looking and should not reflect the company’ s embedded
costs; (8) cost studies should be performed for the total output of specific services and preferably
at the level of basic network functions from which services are derived; and (9) the same long-run
incremental cost methodology should apply to al services. Pricing Order at 3-4.
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The PrimeCo, Sprint Spectrum and MereTel agreements contain true-up provisions to
ensure that BellSouth’ s L ouisiana PSC-approved TELRIC rates are available to these carriers.
PrimeCo Agreement 8 V; Sprint Spectrum Agreement 8 V; MereTel Agreement 8 V. Although
the PrimeCo, Sprint Spectrum, and MereTel agreements specify that rates may be adjusted
upward or downward to reflect the Louisiana PSC’ s rate orders, the MFN clauses of the PrimeCo
and Sprint PSC agreements allow these carriers to benefit from the downward-only adjustments
provided for inthe AT& T and MCI agreements and the Statement. PrimeCo Agreement
8§ XVI.E.2.a; Sprint Spectrum Agreement 8§ XVII.E.2.a; MereTel Agreement § XVII.E.2.a. In
addition, for local interconnection or UNES placed in service at arate subject to true-up prior to
October 24, 1997, if the rate established in the Pricing Order is higher than the interim rate, no
additional payment is due Bell South from the CLEC. Varner Aff. §29. Accordingly, BellSouth
makes interconnection available to these carriers at cost-based rates in compliance with sections
251(c)(2) and 252(d)(1), and checklist item (i).

The Louisiana PSC’ s pricing determinations are conclusive with respect to particular rate
levels. Section 252(d) reserves to the States pricing authority over local interconnection,

unbundled access, resale, and transport and termination of traffic. “[T]he FCC has no valid

Although the Louisiana PSC decided to follow a TELRIC pricing methodology, the PSC
was not required to do so under the Act. Indeed, the Department of Justice and this Commission
have conceded that the Act, in requiring that rates be based on costs, does not specify any
particular cost methodology. The Commission explained, “[t]he core terms in section 252(d) —
‘Just and reasonable’ rates based on ‘cost’ — are elastic terms in ratemaking, for which ‘neither
law nor economics has yet defined generally accepted standards.”” Brief for Respondents Federa
Communications Commission and United States of Americaat 47, lowa Utils. Bd. (filed Dec. 23,
1996).
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pricing authority over these areas of new localized competition.” lowa Utils. Bd., 120 F.3d at

799. The checklist, in turn, requires only that interconnection pricing comply with the
requirements of sections 251(c)(2) and 252(d)(1). 47 U.S.C. 8 271(c)(2)(B)(i). This
incorporation of the States' rate-setting authority into the checklist does not suggest any transfer
of power to the Commission. Indeed, far from issuing an “explici[t] direct[ion]” that the
Commission exercise jurisdiction over intrastate rates (as would be necessary to establish federal

authority, Cdiforniav. FCC, No. 96-3519, 1997 U.S. App. LEXIS 22343, at *10 (8" Cir. Aug.

22, 1997)), Congress forbade the Commission from extending the checklist requirement of State-
regulated pricing in accordance with section 252. 47 U.S.C. § 271(d)(4). Simply put, “state
commission determinations of the just and reasonable rates that incumbent LECs can charge their
competitors for interconnection, unbundled access, and resale” are “off limitsto the FCC.” lowa
Utils. Bd., 120 F.3d at 804.%

(2) Accessto Network Elements. Subsection 271(c)(2)(B)(ii) requires Bell South to

provide access to UNEs in accordance with the requirements of sections 251(c)(3) and 252(d)(1)
of the Communications Act. Sections 251(c)(3) and 252(d)(1) in turn require Bell South to
provide access to unbundled network elements: (A) “at any technically feasible point;” (B) “on
rates, terms and conditions that are just, reasonable, and nondiscriminatory;” and (C) based upon

cost plus a“reasonable profit.” In addition, in the Local Interconnection Order, the Commission

. Despite the Department of Justice's claims, the requirement that the Commission consider the
Attorney Genera's evaluation does not enable the Department to bring pricing within the
Commission's jurisdiction at will. See Evaluation of the United States Department of Justice at
44-45, CC Docket No. 97-208 (filed Nov. 4, 1997) (“DOJ South Carolina Evaluation”).
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adopted rules that require Bell South to make interconnection available for unbundled access to, at
aminimum, the following independent network elements: local loops; the network interface
device; switching; interoffice transmission facilities; signaling networks and call-related databases;
OSS functions; and operator services and directory assistance. 47 C.F.R. § 51.319.

The Louisiana PSC found that Bell South has satisfied its obligations under checklist item

(i) throughout the Statement. Compliance Order at 8. BellSouth’s interconnection agreements

bear this out. For instance, BellSouth’s agreement with Sprint Spectrum provides accessto a
number of specified unbundled network elements, including loops, switching, and transport, and
provides in addition that any elements not specifically provided for in the agreement are available
through the Bona Fide Request Process, where technically feasible. See Sprint Spectrum
Agreement 8 VIII; see dlso MereTel Agreement 8 VIII. In addition, Sprint Spectrum, MereTd,
and PrimeCo have terms in their agreements that enable them to opt into any provision of any
state commission-approved Bell South agreement or the Statement providing “unbundled access
to network elements, which include: local 1oops, network interface devices, switching capability,
interoffice transmission facilities, signaling networks and call-related databases, operations
support systems functions, operator services and directory assistance, and any el ements that result
from subsequent bona fide requests.” PrimeCo Agreement 8 XVI1.E.2.c; Sprint Spectrum
Agreement 8 XVII.E.2.c; MereTel Agreement 8 XVII.E.2.c. Thus, by virtue of BellSouth’s
agreement with AT& T and BellSouth’ s Statement, PrimeCo, Sprint Spectrum, and MereTel have
nondiscriminatory accessto all network elements identified in the Commission’srules on an

unbundled basis at any technically feasible point. AT& T Agreement 88 29-30 & Attach. 2;
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Statement 8 I & Attach. C; Varner Aff. 1 60-70; Milner Aff. 1Y 32-34; see dso supra Part 11(A)
(OSS access).

BellSouth does not impose any limitations, restrictions, or requirements on requests for or
use of a UNE that would impair a CLEC’ s ability to provide a telecommunications service in the
manner it intends. See Sprint Spectrum Agreement 8 VIII.F;, MereTel Agreement § VII1.B;
AT&T Agreement 88 29-30 & Attach. 2; Statement 8 I1.G (“Network elements may be combined
in any manner.”). CLECs obtain exclusive use of an unbundled network facility and may use
features, functions, or capabilities for a set period of time as required by section 51.309(c) of the
Commission’srules. Varner Aff. 59. BellSouth retains the obligation to maintain, repair, or
replace UNES, also in compliance with section 51.309(c). 1d.; see AT& T Agreement 88 29-30 &
Attach. 2; Statement Attach. C.

BellSouth permits any CLEC to recombine UNEs on an end-to-end (or any other) basis,
thereby creating the equivaent of one of Bell South’s retail services or a different service of its
own. Varner Aff. 166. The Act, however, only requiresincumbent LECs to provide UNEs*“in a
manner that allows requesting carriers to combine such elements,” 47 U.S.C. § 251(¢)(3), “which
unambiguously indicates that requesting carriers will combine the unbundled elements

themselves.” Order on Petitions for Rehearing at 2, lowa Utils. Bd. v. FCC, No. 96-3321 (8th

Cir. Oct. 14, 1997). Therefore, if a CLEC wishes to obtain an existing retail service from
BellSouth on a pre-combined, “switch-as-is’ basis, BellSouth will provide this service asa
wholesale service, at theretail rate less the 20.72 percent resale discount set by the Louisiana

PSC. Varner Aff. 7 68.
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The Louisiana PSC — exercising its exclusive jurisdiction over pricing of both UNEs and
resale services — has confirmed the consistency of this practice with the requirements of the 1996

Act. See Order U-22145, at 39, Interconnection Agreement Negotiations Between AT& T

Communications of the South Central States and Bell South Telecommunications, Inc. (Jan. 15,

1997) (“AT&T Arbitration Order”) (“arose by any other nameis still arose, and so it iswith
resale, even when AT& T chooses to call it a combination of unbundled elements’); Varner Aff.

91 75. The Louisiana PSC'’s pricing decision is determinative and, in any event, is consistent with
the Eighth Circuit’s ruling on the Commission’s pricing rules. Order on Petitions for Rehearing at

2, lowa Utils. Bd. (“To permit . . . an acquisition of already combined elements at cost based rates

for unbundled access would obliterate the careful distinctions Congress has drawn in sections
251(c)(3) and (4) between access to unbundled network elements on the one hand and the
purchase at wholesale rates of an incumbent’ s telecommunications retail services for resale on the
other.”).

The Statement’ s rates for specific network elements purchased on an unbundled basis aso

were set by the Louisiana PSC, in itsrecent Pricing Order. Pricing Order Attach. A; see dso

Varner Aff. 11 22-25; Sprint Spectrum Agreement Attachs. B1, C-16; AT& T Agreement Table 1,

Statement Attach. A at 1 & Attach. G. Asdiscussed above, PrimeCo, Sprint Spectrum, and
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MereTel have access to these cost-based rates pursuant to true-up provisions* and MFN
clauses,* and the Louisiana PSC'’s conclusion that BellSouth’s rates are cost-based is definitive.
Bell South recognizes that a CLEC does not have to own or control some portion of a

telecommuni cations network before being able to purchase UNEs, see lowa Utils. Bd., 120 F.3d

at 814, and therefore will provide CLECs with UNES in “amanner that enables the competing

carriers to combine them.” Order on Petitions for Rehearing at 2, lowa Utils. Bd. BellSouth will

perform all services necessary to make UNEs available to CLECs so that CLECs themselves may
combine the UNEs. BellSouth will also perform network software modifications that are
necessary for the proper functioning of CLEC-combined Bell South UNEs at no additional charge.
Varner Aff. §67. CLECs may use the Bona Fide Request Process to request additional software
modifications to allow new features or services, or to request services related to combining or
operating of BellSouth UNEs. 1d. These voluntary accommodations by Bell South do not,
however, lift from CLECs their responsibility for assembling the tools, equipment, and expertise
necessary to accomplish desired combinations of UNEs. Just as the Act does not “levy aduty” on

Bell South to combine UNEs for a CLEC, Order on Petitions for Rehearing at 2, lowa Utils. Bd.,

it al'so does not require an incumbent LEC to provide every item needed by a CLEC to

accomplish the combination.

% PrimeCo Agreement § V; Sprint Spectrum Agreement § V; MereTel Agreement § V.

% PrimeCo Agreement § XV1.E.2.c; Sprint Spectrum Agreement § XVII.E.2.c; MereTel
Agreement § XVII.E.2.c.
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Nor is BellSouth required, as a condition of in-region, interLATA relief, to try to
anticipate all the services CLECs may in the future request to assist in combining UNES. See
DOJ South Carolina Evaluation at 19-25. To date, CLECs that have expressed an intent to utilize
combinations of UNEs (notably AT&T) have focused on circumventing the requirement that they
perform combinations themselves, not implementing that requirement. BellSouth therefore has
not had occasion to address these issues with CLECs in negotiations under the Act. It would be
premature for BellSouth unilaterally to establish detailed terms and conditions for unspecified
services that may never be sought by CLECs in practice, even at the negotiation stage. Such
terms and conditions would also come within the perview of the state commissions under section

251 and 252, see lowa Utils. Bd., 120 F.3d at 803-04, and may not be dictated by this

Commission (much less the Department of Justice) through the backdoor of the section 271
process. See DOJ South Carolina Evaluation at 22 (seemingly proposing a preferred approach to
facilitating UNE combinations).

Contrary to AT& T’ s argument in other proceedings, moreover, the Eighth Circuit has
never suggested that a CLEC may obtain unlimited access to an incumbent LEC' s network and
facilities for the purpose of combining UNEs.* On the contrary, the Eighth Circuit emphasized

that “the degree and ease of access that competing carriers may have to incumbent LECS

%. See Comments of AT& T Corp. in Opposition to BellSouth’s Section 271 Application for
South Carolina at 22 (FCC, filed Oct. 20, 1997) (“[T]he limited opportunity that BellSouth
provides for combining only two elements using a new entrant’ s equipment in collocated space is
itself an unlawful restriction under the Eighth Circuit’s decision.”)
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networksis. . . far less than the amount of control that a carrier would have over its own

network.” lowa Utils. Bd., 120 F.3d at 816.

Specifically, the Act indicates that an incumbent LEC will provide accessto its UNEs a a
dedicated collocation space located at the premises of the incumbent LEC. See 47 U.S.C.
8 251(c)(6) (incumbent LEC must provide “for physical collocation of equipment necessary for
interconnection or access to unbundled network elements at the premises of the local exchange
carrier.”). If aLEC demonstrates that physical collocation is not practical “for technical reasons
or because of space limitations,” the incumbent LEC may instead offer “virtua collocation” for
this purpose. See 47 U.S.C. § 251(c)(6). BellSouth has made collocation space available to
CLECs, and as ageneral rule will deliver UNEs to this collocation space. See Varner Aff.  66;
Milner Aff. 28. Where obtaining access to the UNE at the CLEC’ s collocation space is not
practical, BellSouth will make access available at another appropriate location. For instance,
BellSouth provides CLECs access to the network interface device (“NID”) on an unbundled basis
at the end user’ s premises (as well asin combination with other subloop elements that Bell South
offers). See Varner Aff. 1186, 88-89 ; Milner Aff. {34 ; Statement § IV.B.2, Attach. C at 2;
AT&T Agreement, Attach. 2, 8 4.1; PrimeCo Agreement 8 XV1.E.2.c; Sprint Spectrum
Agreement § XVII.E.2.c.

The collocation provision of section 251(c)(6) isthe Act’s only statutory authorization for
CLEC entry into the premises of an incumbent LEC for the purpose of combining UNEs.
Lacking additional statutory authority, the Commission may not require further CLEC access to

the central office or other facilities of incumbent LECs. To do so would work an impermissible
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expansion of the Commission’s statutory authority. See Loretto v. Teleprompter Manhattan

CATV Corp., 458 U.S. 419, 426 (1982) (“We conclude that a permanent physical occupation
authorized by government is a taking without regard to the public interests that it may serve.”);

Bell Atlantic Telephone Co. v. FCC, 24 F.3d 1441, 1446 (D.C. Cir. 1994) (holding that the pre-

1996 Act “does not expressly authorize an order of physical collocation, and thus the Commission
may not impose it.”).

In the Bell Atlantic case, the Commission had ordered incumbent LECs to provide
collocation space within their central offices to competitors, so that the competitors could install
their own circuit terminating equipment. 1d. at 1444. The LECswould have recovered their
“reasonable costs’ of providing collocation. 1d. at 1445 n.3. Y et, at the time that the Commission
issued this requirement, the Act did not contain express language authorizing this access to the
facilities of incumbent LECs. Id. at 1446. The Court of Appeals therefore vacated the order on
the basis that the Act did “not supply a clear warrant to grant third parties alicense to exclusive
physical occupation of a section of the LECS' central offices.” Id.

Congress was aware of this limitation in drafting the 1996 Act, and for this reason
expressly provided for collocation. See 47 U.S.C. § 251(¢)(6); House Report at 73. However,
thisisthe Act’s only statutory authorization for CLEC entry into Bell South’s premises. Had
Congress intended to grant CLECs a further right of physical access to the facilities and networks
of incumbent LECs in connection with their responsibility for recombining UNEs, it would have

included the necessary statutory language authorizing this access. Congress did not do so, thus
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putting any further encroachments on incumbent LECS' property rights beyond the Commission’s
power.

(3) Nondiscriminatory Access to Poles, Ducts, Conduits and Rights-of-Way. Section

271(c)(2)(B)(iii) directs BellSouth to provide nondiscriminatory access to the poles, ducts,
conduits, and rights-of-way owned or controlled by it at just and reasonable rates in accordance
with the requirements of section 224.

BellSouth’ s agreements with PrimeCo, Sprint Spectrum, and MereTe provide such non-
discriminatory access on terms that fulfill all statutory and regulatory requirements. PrimeCo
Agreement 8 VIII; Sprint Spectrum Agreement 8 IX; MereTel Agreement 8 1X; seealso AT&T
Agreement 8§ 32.1; id. Table 3; id. Attach. 3, 8§ 3; Statement S 111 & Attachs. A & D; Varner Aff.
19 74-76; Milner Aff. 1 39-40; Pricing Order Attach. A, 8 J.2 (pricing of access). Nine CLECs
in Louisiana have executed license agreements with Bell South to attach facilities to BellSouth’s
poles and place facilities in BellSouth’ s ducts and conduits. Milner Aff. §39. In addition,
BellSouth has provided cable television and power companies with access to poles, ducts,
conduits and rights-of-way in Louisiana and throughout its region for many years. Id. Such
arrangements are “business as usual” for BellSouth. 1d. §40. Accordingly, the Louisiana PSC

found that BellSouth complies with checklist item (iii). Compliance Order at 8.

(4) Unbundled Local Loops. Section 271(c)(2)(B)(iv) requires Bell South to make

available local loop transmission from the central office to the customer’s premises unbundled
from local switching or other services. As noted above, BellSouth makes local 1oop transmission

available on an unbundled basis in compliance with section 51.319 of the Commission’s rules.
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See Sprint Spectrum Agreement 88 VIII.A-B, XVII.E.2.c; MereTel Agreement 88 VIII,
XVII1.E.2.c; PrimeCo Agreement 8 XVI.E.2.c (accessto local loop provisions of agreements and

Statement); see also AT& T Agreement Attach. 2 88 2-6; Statement 8§ 1V. Standard unbundled

local loops available under the AT& T Agreement and Statement include 2- and 4-wire voice-
grade analog lines, 2-wire ISDN digital grade lines, 2-wire Asymmetrical Digital Subscriber Line
(“ADSL"), 2-wire and 4-wire High-bit-rate Digital Subscriber Line (“HDSL"), and 4-wire DS-1

digital grade line, and 56 or 64 Kbps digital grade lines. See Compliance Order at 9; Varner Aff.

176, AT&T Agreement Attach. 3, § 2.2; Statement 8 IV.A. Technica service descriptions of
BellSouth’s loop offerings are included in Exhibit WKM-9 to the Affidavit of Keith Milner.
Additional loop types may be requested through the Bona Fide Request Process. Varner Aff.
1 80.

In addition to loops themselves, CLECs are able to obtain and use the Network Interface
Device (“NID”). AT&T Agreement Attach. 2, § 4; Statement § 1V.B, Attach. C at 2; Varner Aff.
11 80, 86; Milner Aff. 1 34-35. Inresponse to adesire expressed by AT&T in state proceedings,
BellSouth also offers two aternative ways of providing CLECs access to loops “ behind”
integrated digital loop carrier equipment, where the necessary facilitiesexist. Varner Aff. 9 88-
92; AT& T Agreement Attach. 2, 8 3. Asexplained in connection with checklist item (ii) above,
BellSouth’s prices for local 1oops are in compliance with the Louisiana PSC’ s Pricing Order and
section 252(d)(1). See Pricing Order Attach. A, 8 A; Varner Aff. { 79.

Local loops are available in practice to any CLEC that wishes to order them. Although

CLECsin Louisiana have not taken BellSouth up on its offer, see Compliance Order at 9,
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BellSouth had provisioned 5,882 unbundled loops to CLECs in its nine-state region as of
September 30, 1997. Milner Aff. §41. BellSouth aso hastested its ability to process orders and
bill for various loops that its approved agreements and Statement make available, ensuring that
orders for these items flow through BellSouth’ s systems in atimely and accurate fashion. See Id.
143. Inactua practice, BellSouth has confirmed that at |east 98 percent of thetimeitisableto
cut-over loops to CLECs within a 15 minute window. Id. 1 45.

(5) Unbundled L ocal Transport. Section 271(c)(2)(B)(v) of the Act requires Bell South to

offer local transport unbundled from switching or other services. BellSouth makes available
dedicated and shared transport between end offices, between tandems, and between tandems and
end offices. See Sprint Spectrum Agreement 88 VIII.C, XVII.E.2.c & Attach. B-1;, MereTdl
Agreement 88 VIII, XVII.E.2.c; PrimeCo Agreement 8 XVI.E.2.c; AT&T Agreement Attach. 2,
88 9-10; Statement 8 V.A; Varner Aff. 1 102-106; Milner Aff. Ex. WKM-9 (technical service
descriptions). CLECs have access to the same transport facilities that Bell South uses to carry its
own traffic, and no distinction is made between BellSouth's traffic and the CLEC' s traffic.
Varner Aff. §105. CLECs choosing shared transport have access to the routing tablesin
BellSouth’ s switches. 1d.

BellSouth permits a requesting carrier to use shared transport to provide interstate
exchange access to customers for whom the carrier provides local service. Varner Aff. §106. In
such cases the CLEC, rather than BellSouth, will collect the corresponding interstate access

charges. Seeid.
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Like BellSouth’s other rates, its rates for transport have been approved by the Louisiana
PSC, Pricing Order Attach. A, 8 D, and PrimeCo, Sprint Spectrum, and MereTel have access to
these rates pursuant to their MFN clauses. PrimeCo Agreement 8 XV1.E.2.c; Sprint Spectrum
Agreement 8 XVII.E.2.c; MereTel Agreement § XVII.E.2.c.

Bell South has provided twenty-two dedicated local trunksto CLECsin Louisiana, and
nearly 1000 dedicated trunks to CLECs throughout its region. Milner Aff. §51; see also

Compliance Order at 10 (noting that Bell South cannot be faulted for failure of some CLECsto

order local transport). BellSouth has likewise demonstrated its ability to furnish shared transport
upon request. Milner Aff. I 52.

(6) Unbundled L ocal Switching. Section 271(c)(2)(B)(vi) of the Act requires BellSouth

to make available local switching unbundled from transport, local 1oops, or other services. The
Commission’s rules require further unbundling of local and tandem switching capabilities.
47 C.F.R. 8 51.319(c)(2). BellSouth meets these requirements. See Sprint Spectrum Agreement
8 VII, XVII.E.2.c; see also MereTel Agreement 8§ VII, XVII.E.2.c; PrimeCo Agreement
8 XVI.E.2.c (MFN clause providing access to switching provisions of other agreements and
Statement); AT& T Agreement Attach. 2, 8 7; Statement 8 VI.A; Varner Aff. 1 112-17; Milner
Aff. EX. WKM-9.

AT&T and other CLECs have expressed a desire for customized or “selective’ routing
capability using line class codes, which BellSouth will provide. Varner Aff. § 118; Milner Aff.

1 55; Compliance Order at 12-13; Statement 8 VI.A.2. A second method of providing selective

routing is through the use of BellSouth’s Advanced Intelligent Network (AIN) platform.
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Development work continues on this method and it is expected that a technical and market trial
will commence in Georgia during December of 1997.

BellSouth will follow any intervals specified in its Louisiana PSC-approved
interconnection agreements and Louisiana orders in converting service from Bell South to a
CLEC, or from one CLEC to another. BellSouth’s general policy, however, is that where the
CLEC does not specify another due date, conversions requiring only a software change will be
made on the same day they are requested if requested by 3:00 p.m. Stacy OSS Aff. 1 37; see aso

Michigan Order 1 141. If requested later, such conversions will be made on the next business day.

Stacy OSS Aff. §37.¥

BellSouth’ s switch offerings also satisfy the pricing requirements of checklist item (ii) and
section 252(d)(1). Pricing Order Attach. A, 8 C; see Varner Aff. § 115; Sprint Spectrum
Agreement 88 VIII.C, XVII.E.2.c & Attach. C-17; PrimeCo Agreement 8 XVII.E.2.c; MereTel
Agreement 88 VIII, XVII.E.2.c; AT&T Agreement Table 1; Statement 8 VI.B & Attach. A at 3.
BellSouth has amended its Statement in accordance with the Louisiana PSC’ s instructions so that
the vertical features of a switch are available as UNEs, rather than merely as retal services. See

Compliance Order at 10-11; Statement VI.A; Varner Aff. 1 113-17. The PSC’ srates for

3. Although these intervals are shorter than those Bell South adheres to when customers request a
new presubscribed interexchange carrier (“PIC”), see Stacy OSS Aff. § 37, BellSouth notes that
the Local Exchange Carrier Codlition, of which BellSouth is a member, has petitioned for
reconsideration of the Local Interconnection Order insofar as it requires customer switchovers to
be made within the same intervals as PIC switchovers. See Petition of the Local Exchange
Carrier Codlition for Reconsideration and Clarification at 24-25, Dkt. Nos. 96-98 & 95-185 (filed
Sept. 30, 1996).
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vertical switching features have been incorporated into the Statement. Varner  115; Pricing
Order Attach. A, 8 B.2.

Bell South has completed the required development and implementation work and has a
process in place and the capacity to produce bills mechanically for usage charges when CLECs
purchase unbundled switching from BellSouth. Milner Aff. 57. Bills were generated for CLECs
in September 1997; to date Bell South has not received any complaints regarding the format or
accuracy of these bills. Milner Aff. 59 In addition, BellSouth provides CLECs with usage data
that alows them to bill for access services they provide their customers. Stacy OSS Aff.  104.

Region-wide, BellSouth has furnished CLECs with 21 unbundled ports. Milner Aff. § 54.
BellSouth has conducted extensive tests to ensure that CLECs purchasing selective routing can
route 0+, O-, and 411 calls to an operator other than BellSouth’s or route 611 repair callsto a
repair center other than BellSouth’s. See Milner §155. The Louisiana PSC thus properly
concluded that Bell South provides local switching in accordance with checklist item (vi).

Compliance Order at 11.

(7) Nondiscriminatory Accessto 911, E911, Directory Assistance, and Operator Call

Completion Services. Section 271(c)(2)(B)(vii) of the Act further conditions in-region,

interLATA relief on providing nondiscriminatory access to 911 and E911 services, directory
assistance services, and operator call completion services. BellSouth fulfills each of these

requirements. See PrimeCo Agreement 88 I1X, XVI.E.2.e; Sprint Spectrum Agreement 88 X,
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XVII.E.2.e; MereTel Agreement 88 X, XVII.E.2.e; seealso AT& T Agreement Attach. 2,
§16.1.10 - 16.7.2.6.3; Statement § VII; Varner Aff. 1 121-42; Milner Aff. 11 61-74.%

Whether they are facilities-based competitors or resellers, CLECs have nondiscriminatory
access to BellSouth’ s 911 and Enhanced 911 facilities. See Varner § 121; Statement 8 VIILA.
For 911 calls, facilities-based CLECs trandate the 911 call to a 10-digit number (provided by
BellSouth) and route the call to Bell South’s tandem or end office, at which point Bell South will
completethecall. Varner Aff. §123; Statement 8§ VII.A.3. CLECs are responsible for obtaining
the trunks needed to reach BellSouth’ s switch, but the cost of the 911 (or E911) functionality is
borne by the municipality purchasing the service. Varner Aff. §123; AT& T Agreement Attach. 2,
§ 16.6.1.10; Statement 8§ VII.A.3-A.5. For E911 cdlls, the CLEC forwards the 911 call and
Automatic Number Identification (“ANI”) to the appropriate Bell South tandem. Varner Aff.

19 124-25; AT& T Agreement § 16.6.1.10; Statement 8 VII.A.4. If the E911 tandem trunks are
not available, the CLEC will route the call (without ANI) over Bell South’s interoffice network
using a 7-digit number. Varner Aff. 125. BellSouth has developed a guide that provides
facilities-based CLECs with the information they need to interconnect with Bell South for 911 and

E911 service, which is furnished as part of this application. Milner Aff. {61 & Ex. WKM-10.

% Although PrimeCo and Sprint Spectrum serve mobile end-user customers and thus have
somewhat different 911 needs than landline CLECS, the agreements of both carriers nonetheless
ensure access to “911-like” services and provide access to the provisions of BellSouth’s other
agreements and its Statement regarding BellSouth’s 911/E911 emergency network. See PrimeCo
Agreement 88 I X, XVI.E.2.e; Sprint Spectrum Agreement 88 X, XVII.E.2.e.
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BellSouth routinely monitors call blockage on E911 trunk groups and, in coordination
with the CLEC, takes corrective action using the same trunk servicing procedures for E911 trunk
groups from CLEC switches as for E911 trunk groups from Bell South switches. 1d. 1 65.

BellSouth is responsible for maintaining the Automatic Location Identification/Database
Management System and will use its service order process to do so by updating CLEC customers
information on the same daily schedule that Bell South uses for information pertaining to its own
end-user customers. Varner Aff. §122; Milner Aff. 162. CLECswill provide Bell South with
daily database updates. Varner Aff.  124; Milner Aff. 162. Any errors found by BellSouth in
the data supplied by CLECs are faxed back to the CLEC aong with error codes. Milner Aff.
162. Explanations of these error codes are contained in the guide that Bell South provides to
facilities-based CLECs, which is furnished as part of this application. Id.; CLEC Guide (App. C
at Tab 142). BellSouth’s procedures for maintaining the database and providing
nondiscriminatory accessto it are fully discussed in Exhibit WKM-4 to the Affidavit of Keith
Milner. BellSouth is not aware of any instance in which it caused incorrect end user information
regarding a CLEC end user customer to be sent to emergency service personnel. Milner Aff.
162.

BellSouth has 213 trunks connecting CLECs with BellSouth’s E911 arrangementsin its
nine-state service area, including eight trunksin Louisiana. Milner Aff. §67. BellSouth dsois
receiving mechanized database updates from 15 different CLECs. Id.

BellSouth both offers to perform directory assistance (“DA™) and directory assistance call

completion (“DACC”) services on behalf of CLECs and provides CLECs with direct access to its
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DA databases. Varner Aff. § 121-126; Milner Aff. 1 68-72; PrimeCo Agreement 88 X;
XVI.E.2.c; Sprint Spectrum Agreement 88 X1, XVII.E.2.c; MereTel Agreement 88 XI1,
XVIIL.E.2.c; AT&T Agreement § 20 & Attach. 2, 8 13.7; Statement § VI1.B. Details of
BellSouth’s DA and DACC services are set out in atechnical service description. Milner Aff.
1168, 72 & Ex. WKM-9. Subject to line class code capacity, Bell South will use selective routing
to provide branded or unbranded directory assistance capabilities for facilities-based CLECs and
resellers. Varner Aff. §1129; AT&T Arbitration at 22; AT& T Agreement 8§ 19; Statement
8 VII.B.3. In addition, BellSouth currently is developing AIN capabilities to provide selective
routing. Milner Aff. §56. CLECS subscriber listings will be included in BellSouth’s DA
databases at no charge and will be maintained in the same manner and within the same intervals as
BellSouth end user listings. Varner Aff. 9 130; PrimeCo Agreement 8§ X.B; Sprint Spectrum
Agreement 8§ X1.B; MereTel Agreement 8 XI.B; AT& T Agreement § 20.3; Statement 8 VII.B.1.
BellSouth has “for many years provided comparable directory assistance to independent
local telephone companies. .. aswell to IXCs’ indl of itsin-region States. See Milner Aff.
169. Currently, moreover, BellSouth provides DA serviceto 15 CLECs and DACC servicesto 9
CLECsinitsregion. Id. 168. As of September 30, these CLECs were using 492 BellSouth
directory assistance trunks, including six in Louisiana. 1d. Ten CLECs and other service providers
in BellSouth’ s region, and nine CLECs and other service providersin LouiSiana, were using
BellSouth’s DA database service as of September 1, 1997. One third-party service provider in

BellSouth’s region was using Bell South’ s direct access to DA service (“DADAS’) as of
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September 1. 1d. §73. Thisservice provider, in turn, provides directory assistance services to
CLECs and others. Id.

BellSouth likewise provides operator services in compliance with statutory and regulatory
requirements, alowing a CLEC’ s subscribers to access services such as operator call processing
access services, busy line verification, centralized message distribution system hosting, emergency
interrupt, intercept, and operator services transport. Varner Aff. 1 133-139; Milner Aff. {1 72,
73 & Ex. WKM-9; PrimeCo Agreement 8 XV1.E.2.c (access to any agreement or Statement
provision regarding operator services); Sprint Spectrum Agreement 8 XVI1.E.2.c (same);
MereTel Agreement 8 XVII.E.2.c (same); AT& T Agreement Attach. 2, § 16.6.1.10.34 ;
Statement 8§ VII.C & Attach. E (CMOS). As of September 30, 1997, there were 6 operator
services trunks and 2 verification trunksin place in Louisiana, and atotal of 194 operator services
trunks and 48 verification trunks across BellSouth’ s nine states. Milner Aff.  74.

Rates for directory assistance and operator services have been set by the Louisiana PSC
and are further discussed in the Affidavit of Alphonso Varner. Pricing Order Attach. A, 8§ G;
Varner Aff. 11 140-142; see AT& T Agreement Table 1; Statement Attach. A at 3-4.

(8) White Pages Directory Listings for CLEC Customers. Section 271(c)(2)(B)(viii)

requires Bell South to make available White Pages directory listings for the customers of
competing CLECs. BellSouth satisfies this requirement. PrimeCo Agreement 8 X.A & Attach.
C-1; Sprint Spectrum Agreement 8 XI.A & Attach. C-1; MereTel Agreement § XI.A & Attach.
C-1; AT&T Agreement § 20; Statement 8 VIII.A; see Varner Aff. {1 144-149. BellSouth makes

available White Pages listings for customers of both resellers and facilities-based carriers, as if
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they were BellSouth customers. Varner Aff. 1 145; PrimeCo Agreement 8 X.A; Sprint Spectrum
Agreement 8 XI.A; AT& T Agreement 8 20; Statement 88 VIII.A & F. CLEC subscribers are not
separately classified or otherwise identified, and their listings are accorded the same level of

confidentiality as the listings of BellSouth customers. Varner Aff. {1 144-45. The Louisiana PSC

found that Bell South satisfies this checklist requirement. Compliance Order at 11; see aso Milner

Aff. 1 75. Although it is not required to do so under the checklist or any other provision of the
Act, BellSouth also includes listings of CLECs' business subscribers in the appropriate Y ellow
Pages or classified directory. PrimeCo Agreement 8 X.A.; Sprint Spectrum Agreement 8§ XI1.A;
MereTel Agreement 8 XI.A; AT&T Agreement 8§ 20.1.3; see Varner Aff. ] 146.

(9) Nondiscriminatory Access to Telephone Numbers. Pursuant to section

271(c)(2)(B)(ix) of the Act, BellSouth must provide CLECs with nondiscriminatory access to
telephone numbers for assignment to their customers until telecommunications numbering
administration guidelines, plans, or rules are established. BellSouth has met this requirement. See
PrimeCo Agreement 8§ XI1.A; Sprint Spectrum Agreement 8 XI1.A; MereTe Agreement § XII.A;

Statement 8§ I1X; Varner Aff. {1 150-51; Milner Aff. Y 78-80; Compliance Order at 12.

Asthe Central Office Code (“NXX”) Administrator for its territory, BellSouth has
followed industry-established guidelines published by the Industry Numbering Committee. Milner
Aff. § 78 & Ex. WKM-5. Pursuant to its procedures, as of October 7, 1997, Bell South had
assigned 14 NPA/NXX codes for CLECsin Louisiana and 821 region-wide. Milner Aff. 9 78.

BellSouth has not turned down any requests for NPA/NXX code assignmentsin Louisiana. 1d.
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(10) Nondiscriminatory Access to Signaling and Call-Related Databases. Section

271(c)(2)(B)(x) of the Act requires Bell South to provide CLECs with nondiscriminatory access to
databases and associated signaling necessary for call routing and completion. The Commission’s
implementing regulations also require Bell South to provide nondiscriminatory access to signaling
networks and call-related databases. 47 C.F.R. § 51.319(e).

BellSouth’s Statement offers the required access. PrimeCo Agreement 88 XII, XVI.E.2.c;
Sprint Spectrum Agreement 88 XII1, XVII.E.2.c; MereTel Agreement 88 XlII, XVII.E.2.c;
AT&T Agreement Attach. 2, 88 11-13; Statement 8 X; Varner Aff. § 150-63; Milner Aff. 91 81-
103. CLECsin Louisiana have accessto Signaling Links (dedicated transmission paths carrying
signaling messages between switches and signaling networks), Signal Transfer Points (signaling
message switches that interconnect Signaling Links to route signaling messages between switches
and databases), and call-related Service Control Points (databases containing customer and/or

carrier-specific routing, billing, or service instructions). Compliance Order at 12; Varner Aff.

M 153-56; AT& T Agreement Attach. 2, 88 11-13; Statement § X.A. Service Control Points to

which CLECs have access include (but are not limited to) Line Information Data Base (“LIDB”),
toll free number database, Automatic L ocation |dentification/Data Management System, AIN and

selective routing. Compliance Order at 12; Varner Aff. 11 153-62; AT& T Agreement Attach. 2,

8 13; Statement 8 X.A.3 & Attach. F (LIDB). BellSouth provides access to its databases on a
nondiscriminatory basis and in a manner that complies with the requirements of section 222 of the

Communications Act. See Milner Aff. 1 83-103; see dso Milner Aff. Ex. WKM-9 (technical
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service descriptions); Statement 8 X & Attach. C. BellSouth’s cost-based prices for databases
were established by the Louisiana PSC in its cost proceeding. Pricing Order Attach. A, 8§ E, K.
In the first 8 months of 1997 aone, CLECs and other telecommunications service
providers made approximately 22 million queries to BellSouth’ stoll free database. Milner Aff.
1 101. BelSouth’s LIDB processed more than 328 million queries from outside Bell South from
January through September, 1997. 1d. BellSouth’s AIN Toolkit 1.0 and AIN SMS Access 1.0 —
which CLECs will use in connection with AIN access — have been tested and the accuracy of
billing for these offerings has been confirmed. 1d. §102. BellSouth’s signaling services are also
available to CLECsin practice, as demonstrated by actual CLEC interconnection. See Milner Aff.

1 103.

(11) Interim Number Portability. Section 271(c)(2)(B)(xi) of the Act requires BellSouth
to provide CLECs with interim number portability (“INP”), either through remote call forwarding
(“RCF”), direct inward dialing (“DID”"), or other comparable arrangements, until the Commission
issues regulations to ensure permanent number portability. See also 47 C.F.R. 88 42.7(a), 42.9,
42.3(a), (b). BellSouth meets this requirement aswell. It offers RCF or DID, at the CLEC's
option, on non-discriminatory rates, terms and conditions. AT& T Agreement § 39, Table 4, &
Attach. 8; Statement § XI & Attachs. A at 5-6 and G; Varner Aff. §168; Milner Aff. 1 104-13 &
Ex. WKM-9 (technical descriptions of RCF and DID). CLECs that choose DID number
portability have access to signaling using the SS7 protocol. Milner Aff. 1 104. Additional
methods such as Route Index - Portability Hub, Direct Number Route Index, and Local Exchange

Routing Guide are available through the Bona Fide Request Process. Varner Aff. § 168.
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PrimeCo, Sprint Spectrum, and MereTel have access to number portability viathe MFN clausesin
their agreements. PrimeCo Agreement 8 XV1; Sprint Spectrum Agreement 8 XVII; MereTd
Agreement 8 XVII.

The Louisiana PSC found that Bell South’s INP offerings comply with the requirements of

the Act, as well as those imposed by the PSC itself. Compliance Order at 13. Indeed, BellSouth

already has ported over 18,300 business numbers and 30 residence numbers. Milner Aff. § 106.
BellSouth’ s rates for number portability were approved by the Louisiana PSC and are consistent
with the requirements of the Act. Pricing Order Attach. A, 8 |; see Varner Aff. {1 171; Statement
Attach. A at 5-6.

As explained in the Affidavit of Keith Milner, BellSouth will implement a permanent
approach to number portability consistent with the standards set by the Louisiana PSC, this
Commission, and industry fora. Milner Aff. 1111 & Exs. WKM-6 & WKM-7; AT& T Agreement
8, 8 1; Statement 8§ XI.F; see dso Varner Aff. §172.

(12) Local Dialing Parity. Section 271(c)(2)(B)(xii) of the 1996 Act requires Bell South

to provide CLECs with nondiscriminatory access to services and information that are necessary to
allow local dialing parity in accordance with section 251(b)(3). Seealso 47 C.F.R. § 51.207
(equa number of digits). The Commission has held “that local dialing parity will be achieved

upon implementation of the number portability and interconnection requirements of section 251.”

Dialing Parity Order, 11 FCC Rcd at 19430, 1 71. Consistent with its obligations, BellSouth
guarantees that “ CLEC customers will not have to dial any greater number of digits than

BellSouth customers to complete the same call” and that “CLEC local service customers will
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experience at least the same quality as Bell South local service customers regarding post-dial
delay, call completion rate and transmission quality.” Statement 8 X11.A; see Varner Aff. {176
(noting that “[b]ecause Bell South and CLECs can use the same dialing and numbering plans, local
dialing parity simply happens as CLECs begin operating”); Milner Aff. § 114; see also PrimeCo
Agreement 8 XVI (MFN clause); Sprint Spectrum Agreement 8 XVII (same); MereTel
Agreement 8 XVII (same). The Louisiana PSC found that Bell South offerslocal dialing parity in

accordance with the checklist requirement. Compliance Order at 13.

(13) Reciprocal Compensation for the Exchange of Local Traffic. Section

271(c)(2)(B)(xiii) requires Bell South to agree, under section 251(d)(2), to just and reasonable
terms and conditions that provide for mutual and reciprocal recovery by BellSouth and the CLEC
of the costs associated with transporting and terminating calls that originate on the other carrier’s
network. BellSouth’s rates are those approved by the Louisiana PSC. Pricing Order Attach. A,
8 D; see PrimeCo Agreement 8 V & Attach. B-1 (establishing rates and providing for true-up to
PSC-established rates); Sprint Spectrum Agreement 8 V & Attach. B-1 (same); MereTd
Agreement 8V & Attach. B-1 (same); AT& T Agreement Table 1; Statement Attach. A at 1,
Varner Aff. 11 177-78. Asdiscussed above, the Louisiana PSC’ s conclusions on these matters
are definitive. BellSouth does not pay or bill local interconnection charges for traffic termination
to enhanced service providers because thistraffic isjurisdictionally interstate. 1d. 177.

(14) Resde. Section 271(c)(2)(B)(xiv) requires BellSouth to make its telecommunication
services available for resale in accordance with the provisions of sections 251(c)(4) and 252(d)(3)

of the Communications Act. These provisions, in turn, require BellSouth to provide its services at
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wholesale rates, with no unreasonable or discriminatory conditions or limitations. 47 U.S.C. 88
251(c)(4), 252(d)(3); see dso 47 C.F.R. 8§ 51.603(b) (requiring equal quality, subject to the same
conditions, and with the same provisioning time intervals).

BellSouth’ s Statement and agreements provide CLECs wholesale rates for any services
that BellSouth offersto itsretail customers, with the exception of those excluded from resale
regquirements in accordance with the Commission’ s rules and the orders of the Louisiana PSC.
See PrimeCo Agreement § XVI (MFN clause); Sprint Spectrum Agreement § XV1I (same);
MereTel Agreement 8 XVII (same); AT& T Agreement 88 23-28; Statement § X1V; Compliance
Order at 14; see Varner Aff. 1 184-85; Milner Aff. {1 115-18 & Ex. WKM-9 (technical service
descriptions).

BellSouth has filled more than 8,000 resale orders in Louisiana and over 175,000 ordersin
itsregion. See Milner Aff. 115 & Ex. WKM-8. Testing confirms the practical availability of
resale services that have not yet been purchased by any CLEC. Milner Aff. §118. All known
billing problems associated with resale services have been corrected by BellSouth. Id. 11 116-17.

BellSouth’ s discount rate of 20.72 percent, see Statement Attach. H; AT& T Agreement
8§ 35, was established by the Louisiana PSC in Order No. U-22020 (Nov. 12, 1996), based upon
cost studies provided by BellSouth and an outside consultant’ s application of “avoidable’ cost
methodol ogies recommended by this Commission. See Cochran Aff. 31 & Attach. A (App. A at
Tab 2). The PSC again confirmed the consistency of this discount with the Act’s requirementsin

its Compliance Order at 14. Although not strictly relevant, it is worth noting that the Louisiana
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PSC’s 20.72 percent wholesale discount falls well within the Commission’s now defunct proxy
range. 47 C.F.R. § 51.611 (overruled).

In accordance with the Louisiana PSC’ s holdings, services to which the ordinary resae
rules do not apply include promotions of 90 days or less (which are not subject to resale
requirements),® grandfathered services (which may only be resold to subscribers who have
already been grandfathered),” and contract service arrangements, or “CSAS’ entered into after
January 28, 1997 (which are available for resale on the same terms and conditions, including rates,
BellSouth offers to the end user customers).* Varner Aff. § 184.

A CSA isanindividually negotiated arrangement between Bell South and an end user
whose local serviceis subject to competition. Under BellSouth’s General Subscriber Services and
Private Line Services Tariffs for Louisiana, CSAs may only be used where “there is a reasonable
potential for uneconomic bypass of [BellSouth’s] services,” such that a competitive dternative is
available to the end user customer at a price below BellSouth’ s tariffed rates but above
BellSouth’sincremental costs. General Subscriber Services Tariff 8 A5.6.1 (effective July 24,
1992); Private Line Services Tariff § B5.7.1 (effective Nov. 27, 1989) (App. D at Tab _ ).

The Louisiana PSC approved Bell South’s pricing of CSAs for resellers because

“[r]equiring BellSouth to offer already discounted CSAs for resale at wholesale prices would

¥ AT&T Arbitration at 5 (“short-term promotions . . . should not be offered at a discount to
resellers’); Order No. U-22145-A, at 3 (June 12, 1997) (“short term promotions. . . are not
subject to mandatory resale).

- AT&T Arbitration at 6.

41, ﬂ at 4
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create an unfair advantage for AT& T.”* The PSC’s decision on this local pricing matter is

determinative. See lowa Utils. Bd., 120 F.3d at 794-800. Indeed, although prior to the Eighth

Circuit’s recent decision the Commission sought to assert control over some local pricing matters,
it has always acknowledged that “the substance and specificity of rules concerning which discount
and promotion restrictions may be applied to resellers in marketing their servicesto end usersisa

decision best |eft to state commissions.” Local Interconnection Order, 11 FCC Rcd at 15971,

1952. Thus, the Commission’s rules permit an incumbent LEC to “impose arestriction [on
resalg] . . . if it proves to the state commission that the restriction is reasonable and
nondiscriminatory.” 47 C.F.R. 8§ 51.613(b). Although the Commission has held that the 1996
Act provides for the resale of contract and other customer-specific offerings, Loca

Interconnection Order, 11 FCC Rcd at 15970, { 948, the Commission has never questioned State

authority to determine the appropriate discount available to resellers.”®

“2 AT&T Arbitration at 4. Inthe AT&T Arbitration and in a separate proceeding governing local
competition in Louisiana generally, the PSC directed that “Contract Service Arrangements which
are in place on January 28, 1997 shall be exempt from mandatory resale. All CSAs entered into
after January 28, 1997, and existing CSAs upon termination after January 28, 1997 will be subject
to resale at no discount.” 1d.; General Order, Amendments of Regulations for Competition
§1101.B.2, a 8 (March 19, 1997) (App. C, Tab 186) (“Louisiana Competition Order™).

“3 Nor for that matter is there any basis to challenge Bell South’ s PSC-approved approach of
restricting the resale of CSAs to the end-user for whom the CSA was established. See AT&T &
LCI Motion at 17-18. As noted above, the Louisiana PSC allows Bell South to negotiate CSAs in
order to respond to particular competitive situations. Resale of an individually-tailored CSA to
other customers with different competitive situations would be at odds with the underlying
rationale for CSAs. In short, BellSouth has demonstrated to the Louisiana PSC that its restriction
of CSAsto particular customers “is reasonable and nondiscriminatory.” 47 C.F.R. § 51.613(b).
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The Louisiana PSC’ s decision not to impose a further discount for already discounted
CSAsisin fact the only sensible approach. Asthe Commission has held, the “ State commissions
have established rate structures that take into account certain desired balances between residential
and business rates and the goal of maximizing access by low-income consumers to

telecommunications services.” Local Interconnection Order, 11 FCC Rcd at 15975, 1 962. CSAS

enable BellSouth to offer a price lower than the tariffed rate established by the Louisiana PSC to
meet a competitive threat. If BellSouth lacked this flexibility, it would almost necessarily lose
these customers and the contribution to total cost recovery they represent, without any
opportunity to compete in afashion that benefits the end user.

Likewise, if CLECs were entitled to an automatic 20.72 percent discount beyond the
discounts already included in Bell South’s CSAS, end users would automatically be able to chop an
additional discount off of BellSouth’s competitive price simply by turning to BellSouth’'s
competitors. As a practical matter, end users would never sign long-term CSAs with BellSouth;
instead, they would negotiate their best price with Bell South, sign a short-term deal, and then
switch to alower-priced reseller at the earliest opportunity. Thiswould interfere with BellSouth’s
cost recovery under the Louisiana PSC’ s pricing regime and subvert free-market negotiations

between end users and BellSouth. See generally lowa Utils. Bd. 120 F.3d at 800-01 (noting

Act’s“preference” for free-market negotiations).
Conversely, the Louisiana PSC’ s policy regarding CSAs does not place CLECs at any

competitive disadvantage. For one thing, CLECs can choose to order services for resale either at
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the CSA rate, or at the tariffed retail rate minus the 20.72 percent discount. For another, the
South Carolina PSC explained in the Commission’s section 271 proceedings for that State,

Because CSAs, unlike ordinary retail offerings, are individually negotiated arrangements,

Bell South does not bear ordinary marketing costs with respect to these services. It would

be impossible for the Commission to determine on a case-by-case basis what additional

discount, if any, is necessary to account for BellSouth’ s potential cost savings with respect
to aparticular CSA. What is clear, however, isthat if applied to CSAS, the. . . resale
discount applicable to BellSouth’ s generally available retail offerings would greatly
overstate the costs avoided by BellSouth and in many cases might require BellSouth to sell
servicesto CLECs at rates that are below Bell South’s costs.

South Carolina PSC Comments at 10, CC Dkt. No. 97-208 (Oct. 17, 1997).

There is no possible basis for speculation that Bell South might seek to convert customers
to CSAsin order to “evade’ the Louisiana PSC's 20.72 percent wholesale discount. Any
discount off the tariffed rate that Bell South offers to end users through CSAs means a smaller
profit for BellSouth’ s retail operations. Moreover, Bell South might well earn more from a
wholesale transaction at the 20.72 percent discount than a CSA at some lesser discount, because
the wholesale transaction allows BellSouth to avoid negotiating the CSA, issuing end user hills,
and collecting payments from the end user. Finally, the Louisiana PSC’s procedures protect
against any attempt to abuse the CSA process. Based on BellSouth’s CSA filings, the Louisiana
PSC has dl the information it needs to challenge any effort by BellSouth to evade tariff
restrictions on the use of CSAs.

C. Perfor mance M easur ements

Asit has with OSSs, Bell South has agreed to provide CLECs with performance

measurements regarding other checklist items. These measurements will allow interested CLECS,

state commissions, and this Commission to verify that CLECs are receiving network



BellSouth, November 6, 1997, Louisiana

interconnection and access in accordance with the Act. BellSouth has implemented a data
warehouse to collect and produce the data necessary to generate these measurements. Stacy
Performance Aff. §13. BellSouth will provide CLECs access to this data warehouse, enabling
them to obtain specific results without intervention by BellSouth. 1d. § 15.

Bell South has assembled from the data warehouse data to produce two types of reports.
First, BellSouth has prepared contractual measurements based on existing contractual agreements
with AT&T, Time Warner and US South.** Second, Bell South’ s permanent measurements
include contractual measurements but also additional measurements that Bell South typically
presents to regulatory bodies in order to demonstrate its nondiscriminatory performance. Id.
16. Permanent measurements do not displace any CLEC-specific measurements that are outlined
in particular agreements. 1d. Rather, permanent measurements are measurements that Bell South,
on its own initiative, has proposed and adopted to verify that it is providing servicesto CLECsin
anondiscriminatory fashion. Id.

Where relevant historical data are available, Bell South applies three standard deviations
(the industry standard) to its average retail performance in order to determine upper and lower
acceptable limits for each measurement. 1d. 20. These calculations establish statistical process
control parameters against which BellSouth’s service to CLECsis compared. 1d. 21. If the
average performance for Bell South’ s services to CLECs is higher or lower than the corresponding

performance measurement for BellSouth’s service to itself for three consecutive months, or if a

“. Of these agreements, only the AT& T agreement has been approved by the Louisiana PSC at
the present time.
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single monthly measure is outside of the control limits, Bell South undertakes an investigation
(known as aroot cause analysis) to determine the cause of the deviation. Based on this
investigation, Bell South takes the corrective action when appropriate. 1d.  23.

Some service categories do not have historical data, because they are actions that

BellSouth has never before had to undertake in serving its customers. See generaly Michigan

Order 11210-12. To address this absence of historical data, Bell South has published target
intervals. Stacy Performance Aff. § 27. Also where sufficient data have not yet been collected for
aparticular service category, BellSouth will use negotiated measures to set estimated values for
the average, as well as the upper and lower controls, which will be adjusted as additional data
become available. Id. 28. Thesetarget intervals and negotiated performance levels will alow
Bell South to begin to generate the data that it needs for future measurements. 1d.  27.

The data that Bell South has collected and analyzed establishes that for interconnection
trunking, provisioning of UNES, and resale services, CLECSs are receiving nondiscriminatory
service.

Interconnection trunking: BellSouth has agreed to provide four groups of measurements

related to local interconnection trunking, including data specific to Louisiana. 1d. 142. These
measurements are: % Provisioning Appointments Met; % Provisioning Troubles within 30 days of
the Installation of New Service; Maintenance Average Duration (Receipt to Clear); and Trouble
Report Rate. 1d. 1 29.

While there currently are insufficient data from which to draw state-specific conclusions

for Louisiana, theregional datarevea that CLECs are receiving interconnection trunking that is
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substantialy similar to what BellSouth providesitself. Id. §43. For instance, the new circuit
failure rate on local interconnection trunks was better for CLECs than for Bell South retail
customers for six of the eight months that measurements were taken. 1d. Ex. WNS-10.

While some blockage of CLEC trunks has occurred, it is consistent with the service levels
BellSouth providesto itslocal customers. Id. §64. Inamost al cases where CLECs have
experienced trunking problems, moreover, those problems were caused either by the CLEC's
failure to provide Bell South with sufficient advance notice of its trunk request, or by the CLEC's
failure to be ready to add the requested trunk on time.*® |d. 1 66-67.

Provisioning UNEs: BellSouth has published a set of target intervals for provisioning

UNEs. Id. 127 & Ex. WNS-7. BellSouth has also recently finalized asimilar set of target
intervals for maintenance of UNEs. 1d. 127 & Ex. WNS-8. In addition, BellSouth has agreed to
meet with AT& T in order to establish percentage target performance levels for UNEs. 1d. 1 18.
Until sufficient data are collected, Bell South intends to use negotiated measures to set the
estimated values needed to verify that CLECs are receiving UNES in a manner that enables them
to provide service that is substantially similar to the service that Bell South provides its own retail

customers. Id. at 1 28.

“> For example, on July 10, 1997, a CLEC informed BellSouth that starting on August 1, 1997,
and proceeding over the next four months, it was going to need 10,000 trunks installed in asingle
city. BellSouth simply could not provision that many trunks in such a short time period.

Bell South does not have 10,000 trunk terminations available for immediate ordering or use, and if
BellSouth has to add equipment, its vendor may require up to twenty-six weeks before it can
provide this equipment. 1d. 166. Other CLECs have failed to provide any forecast of the trunks
they will need, and have notified BellSouth of large trunk requests only after making
commitments to end users. Id. 1 67.
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For purposes of this application, Bell South has provided data showing average installation
intervals for unbundled loops. While no direct comparison to Bell South retail servicesis possible,
unbundled loops for CLECs were installed on time at a rate higher than 90 percent for six of the
eight months in which measurements were taken. 1d. 44. The rate was never lower than 86
percent, and in one month (March), the rate was 99 percent. 1d.

Although the Commission suggested in its Michigan Order that average installation

intervals were appropriate empirical evidence given the limitations of Ameritech’s proxy data,

Michigan Order at 1 212, these intervals depend upon the due dates requested by CLECs, whose

business needs may call for due dates |ater than the soonest date available from BellSouth’'s
systems in accordance with nondiscriminatory assignment procedures. Seeid. 145; seedso
Stacy OSS Aff. 11 32-37 (discussing due date assignments). Because Bell South’ s assignment of
due dates is nondiscriminatory, Bell South’ s record of meeting those due dates provides a better
indication of BellSouth’s actual service performance. See Stacy Performance Aff. 45 & EXs.
WNS-9, WNS-10, and WNS-11. BellSouth has provided with its application the data necessary
to demonstrate nondiscrimination as to the establishment of due dates, the meeting of due dates,
and average performance in this area.

Resale Services: BellSouth has developed permanent measurements for resale services,

using the historical and current performance of BellSouth as the standard to establish statistical
process control parameters. 1d. 1120-21. There are twenty-eight resale service measurements.
Id. 140. Of these twenty-eight measurements, twenty-one indicate that CLECs are receiving

either better service than BellSouth’s own retail customers, or service that is within the control
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parameters. Of the few measurements in which discrepancies favoring BellSouth’ s retail
operations have occurred, the percentage point differentials are minimal, and do not suggest any
discrimination or competitive disadvantage. BellSouth is currently initiating root cause analysis
to investigate these areas, and will take corrective action as appropriate. 1d. 1 41.

These measurements confirm that local interconnection trunking, unbundled loops, and
resale services are available to CLECs on a nondiscriminatory basis. By making these
performance measurements available to interested CLECs and to regulators, Bell South gives
these parties ample tools to ensure that Bell South is providing and will continue to provide the
nondiscriminatory access required by the Act. The measurements prevent the possibility of
undetected back-diding from BellSouth’ s commitments and ensure continued implementation of
all checklist obligations.

[I1.  BELLSOUTH SATISFIESTHE REQUIREMENTS OF SECTION 272

Section 271(d)(3)(B) authorizes the Commission to ensure that “the requested
authorization will be carried out in accordance with the requirements of section 272.” Section
272 in turn requires compliance with structural separation and nondiscrimination safeguards that
prevent a Bell company from providing its long distance affiliate with an unfair advantage over
competitors. As described below, BellSouth is submitting as part of this application extensive
evidence that its entry into long distance will be carried out in accordance with each of the
requirements of section 272 and the Commission’s implementing regulations.

Separate Affiliate Requirement of Section 272(a). BellSouth Corporation has established

an affiliate — BellSouth Long Distance, Inc. (“BSLD”) — that will provide in-region interLATA
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services in compliance with the structural separation and operational requirements of section 272.
Jarvis Aff. 15-9 (App. A at Tab 7).

Structural and Transactional Requirements of Section 272(b). Section 272(b)(1) provides

that the required separate affiliate “shall operate independently from the Bell operating company.”
BSLD and BST will operate in a manner that satisfies both this statutory requirement and the
Commission’s implementing regulations. Jarvis Aff. 1 10-11; Cochran Aff. q118-19. BSLD and
BST do not and will not jointly own telecommunications transmission or switching facilities or the
land and buildings on which such facilities are located. Jarvis Aff. § 10; Cochran Aff. §9. BST
and BSLD use separate personnel to operate, install, and maintain facilities, and will continue to
do so. Jarvis Aff. 110; Varner Aff. 231.

BST and BSLD also will comply with the requirements, set out in sections 272(b)(2) and
272(b)(3), that they maintain separate books and separate officers, directors, and employees.
Jarvis Aff. 1 11-12; Cochran Aff. 111 11-17. In accordance with section 272(b)(4), BSLD’s
creditors do not and will not have recourse to BST' s assets.  Jarvis Aff. § 13; Cochran Aff. § 19.

Consistent with section 272(b)(5), all transactions between the two companies will be
conducted on an arms-length basis, reduced to writing, subject to public inspection, and
accounted for in accordance with all applicable Commission requirements. Jarvis Aff. 11-14
(describing procedures); id. 1 14(d) (describing procedures for posting transactions on the
Internet); id. Ex. 4 (copy of Internet homepage); Cochran Aff. § 20 (describing cost allocation

manual).
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BST and BSLD need not conduct or report transactions in accordance with the
requirements of section 272 prior to receiving interLATA authorization and establishing BSLD as
asection 272 affiliate. Section 271(d)(3)(B) employs the future tense, authorizing the
Commission to ensure that “the requested authorization will be carried out in accordance with the
requirements of section 272" (emphasis added). While “past and present behavior” under
applicable rules may be relevant to ensuring future compliance with section 272 (and in
Ameritech’s case was “highly relevant” because Ameritech claimed already to be in compliance),

Michigan Order 366, the Act does not empower the Commission to require full section 272

compliance before the BOC applicant receives interLATA authorization.

Nonetheless, in order to provide the Commission with what it may deem “relevant”
information when assessing Bell South’ s future compliance, Bell South has included with its
application descriptions of al transactions between BST and BSLD to date as well as of future
services that may be provided. Jarvis Aff. 1 14(b)-(c). The transactions have been carried out
on an arms-length basis in accordance with the Commission’ s applicable affiliate transaction and
cost-accounting rules. Cochran Aff. § 19-23. Accordingly, transactions conducted between
March 13, 1996 (the date on which BSLD was incorporated) and August 12, 1997 (the date on

which the requirements of the Accounting Safeguards Order went into effect) have been carried

out in accordance with the affiliate transaction rules prescribed in the Commission’s Joint Cost
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Order.* BellSouth affiliate transactions after August 12, 1997 are conducted in accordance with

the requirements of the Accounting Safequards Order.

Agreements between BST and BSLD have been posted on the Internet in accordance with
the posting procedures BST and BSLD will follow when BST operates as a section 272 affiliate.

See Accounting Standards Order 1 122. Descriptions of transactions that have occurred between

BST and BSLD (as provided in the accompanying affidavit of Victor Jarvis) also are being made
available on the Internet through Bell South’ s homepage, located at
(http://www.bellsouthcorp.com). Jarvis Aff. q 14(d); Cochran Aff. § 26.

Nondiscrimination Safeguards of Section 272(c). Section 272(c)(1) prohibits BST from

discriminating between BSLD and any other entity. In compliance with this provision and
Commission regulations, and subject to the joint marketing authority granted by section 272(qg),
BST will make available to unaffiliated entities any goods, services, facilities and information that
BST providesto BSLD at the same rates, terms, and conditions. Varner Aff. §196. These may
include exchange access, interconnection, collocation, UNEs, resold services, access to OSSs, and
administrative services. 1d. 11197-200. To the extent BST develops new services for or with
BSLD, it will also cooperate with other entities on a nondiscriminatory basis to develop such
services, so long asit isrequired to do so under section 272. Id. §200. BST does not and will

not, for so long as the requirement applies, discriminate between BSLD and other entities with

6. Separation of Costs of Regulated Telephone Service from Costs of Nonregulated Activities,
CC Docket No. 86-111, Report and Order, 2 FCC Rcd 1298, 1304, 1328 (1987), recon., 2 FCC
Rcd 6283, further recon., 3 FCC Rced 6701, aff’d sub nom. Southwestern Bell Corp. v. FCC, 896
F.2d 1378 (D.C. Cir. 1990).




BellSouth, November 6, 1997, Louisiana

regard to dissemination of technical information and interconnection standards related to
telephone exchange and exchange access services, or with regard to protection of confidential
network or customer information. 1d. 11 201-203; see dso infra Part IV.D.1 (describing
regulatory and practical protections against technical discrimination). Nor will BST disclose any
individualy identifiable Customer Proprietary Network Information (“CPNI”) to BSLD except to
the extent that such disclosure is consistent with section 272 and Commission rules. Varner Aff.
11206. BST will continue to provide public notice regarding any network change that will affect a
competing telecommunications carrier’ s performance or ability to provide service, or will affect
BST’sinteroperability with other telecommunications carriers. |d. 1 204.

Asrequired by section 272(c)(2), BST will account for al transactions between BSLD
and BST in accordance with applicable Commission rules. See Cochran Aff. [ 20-23.

Audit Requirements of Section 272(d). Pursuant to section 272(d)(1), BST will obtain

and pay for a biennial federal/state audit, commencing after section 272's requirements become
applicable. See Cochran Aff. § 27. In accordance with section 272(d)(2), BST will require the
independent auditor to provide this Commission and the Louisiana PSC with access to working
papers and supporting materials relating to this audit. 1d. 130. And, asrequired by section
272(d)(3), BST and its effiliates, including BSLD and Bell South Corporation, will provide the
independent auditor, the Commission, and the Louisiana PSC with access to financia records and
accounts necessary to verify compliance with section 272 and the regulations promul gated

thereunder, including the separate accounting requirements under section 272(b). 1d. 1 29.
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Fulfillment of Requests Pursuant to Section 272(e). Pursuant to section 272(e)(1), BST

will fulfill any requests from unaffiliated entities for installation and maintenance of telephone
exchange and exchange access services within a period no longer than the period in which it
provides such servicesto BSLD. Varner Aff. 209. In addition, BellSouth will comply with all
applicable Commission monitoring and reporting requirements. 1d. 1 212.

BST will comply with section 272(€)(2) by refusing to provide any facilities, services, or
information concerning its provision of exchange accessto BSLD unless such facilities, services,
or information are made available to other providers of interLATA services in that market on the
same terms and conditions. Varner Aff. § 216. In accordance with section 272(e)(3), BST will
charge BSLD rates for telephone exchange service and exchange access that are no less than the
amount BST would charge any unaffiliated interexchange carrier for such service. 1d. 1 224-
225. Where BST uses access for provision of its own services, BST will impute to itself the same
amount it would charge an unaffiliated interexchange carrier. 1d. 1225. Finally, to the extent that
BST is permitted to provide interLATA or intraLATA facilities or servicesto BSLD, BST will
make such services or facilities available to all carriers at the same rates and on the same terms
and conditions, in accordance with section 272(e)(4). 1d. 1 216.

Joint Marketing Provisions of Section 272(qg). Pursuant to 272(g)(1), BSLD will not

market or sell BST’ s telephone exchange service unless BST permits BSLD’ s competitors to do
so aswell. Varner Aff. 228.
With respect to joint marketing, Bell South has petitioned the Commission to reconsider its

discussion of Ameritech Michigan’'s proposed “telemarketing script,” because that discussion may
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be read as forbidding a Bell company from mentioning its long distance affiliate prior to reading a

list of all available carriersin random order. See Michigan Order Y] 375-376; Varner Aff. 1 223-

24.%" Section 251(g) preserves a BOC's pre-existing obligation to provide equal access. The Act,
however, also authorizes the BOCs and their section 272 affiliates to market services jointly upon

receiving interLATA relief under section 271. 47 U.S.C. § 272(g)(2). Inthe Non-Accounting

Safeguards Order the Commission struck a balance between these provisions. The Commission

explained that “the continuing obligation to advise new customers of other interLATA optionsis
not incompatible with the BOCs' right to market and sell the services of their section 272 affiliates
under section 272(g).”*® Rather, aBOC can meet its equal access obligations in the joint
marketing context by “inform[ing] new local exchange customers of their right to select the
interLATA carrier of their choice and tak[ing] the customer’s order for the interLATA carrier the

customer selects.” 1d.

4" Another concern expressed by the Commission in the Michigan Order related to Ameritech’s
“Winback program.” Michigan Order [ 379-380. Asexplained in the Varner Affidavit,
BellSouth will not engage in “winback” campaigns for residential customers at least for the
duration of thisyear. When BellSouth implements any such campaign, it will comply with section
222 of the Act and Commission regulations. Varner Aff. § 228. With respect to large business
customers, Bell South will not encourage any customer to breach a contract with a competitor, but
will limit its marketing efforts to contacting customers regarding new services and services similar
to those under contract. 1d. 9 229.

“8 First Report and Order and Further Notice of Proposed Rulemaking, |mplementation of the
Non-Accounting Safeguards of Sections 271 and 272 of the Communications Act of 1934, as
Amended, 11 FCC Rcd 21905, 22046, 1 292 (1996) (“Non-Accounting Safequards Order”),
modified on recon. 12 FCC Rcd 2297(1997), further recon. 12 FCC Rcd 8653 (1997), pet'n for
review pending sub nom. Bell Atlantic Tel. Cos. v. FCC, No. 97-1432 (D.C. Cir. filed July 11,
1997).
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When explaining that the two provisions are compatible, the Commission relied on the ex
parte comments of NYNEX, id. & n.764, in which NYNEX set forth a marketing script reflecting
the fact that section 251(g) “does not continue the MFJ s prohibition against ‘ marketing,”” but
“only continues the requirement to advise new customers of available carriersif the customer does
not name along distance carrier.”* The NYNEX script that the Commission cited approvingly
informed customers that they had a choice of carriers, but did not require NYNEX representatives
to list al of the eligible interexchange carriers until after NYNEX had mentioned its own long
distance affiliate and asked the customer if he or she had already made a selection. 1d.

This balanced approach makes sense. Any requirement that the BOC’ s long distance
affiliate be mentioned only as part of arandom list would nullify the BOC' s statutory joint
marketing right. Moreover, requiring a BOC to list every interexchange carrier even when the
customer (after thirteen years of equal access and exposure to numerous carriers marketing
efforts) has already made up his or her mind would impose a needlessly burdensome obligation
that would slow the presubscription process and annoy the BOC'slocal customers. Such a
requirement also would be flatly inconsistent with the Commission’s prior recognition that section
251(g) does not add to aBOC’ s pre-existing equal access obligations and that, under section
272(g), aBOC must be permitted to market the services of its long distance affiliate. Non-

Accounting Safeguards Order, 11 FCC Rcd at 22046, 1 292. If the statute's express joint

- L etter from Susanne Guyer, Executive Director, Federal Regulatory Policy Issues, NYNEX to
William F. Caton, Acting Secretary, FCC at 3 (Oct. 23, 1996) (emphasis added).
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marketing authorization is to retain any meaning, a BOC cannot be denied the opportunity to
bring its affiliate' s services to the customer’ s attention in a preferential fashion.®

Compliance. BSLD has developed a compliance plan to ensure satisfaction of its
obligations under section 272. Likewise, BST has an extensive compliance program in place,
which will be expanded to include the company’ s non-discrimination obligations under section
272. Agerton Aff. 115-17 (App. A at Tab 1). These procedures, which are similar to procedures
used to comply with judicial restrictions under the Modification of Final Judgment (“MFJ’), will
ensure that the letter and spirit of section 272 and its implementing regulations are honored.

V. BELLSOUTH'SENTRY INTO THE INTERLATA SERVICESMARKET WILL
PROMOTE COMPETITION AND FURTHER THE PUBLIC INTEREST

The final element of the Commission’s section 271 analysis is a determination whether

interLATA entry “is consistent with the public interest, convenience and necessity.” 47 U.S.C.

*0- See Babhitt v. Sweet Home Chapter of Communities for a Great Oregon , 115 S. Ct. 2407,
2426 (1995) (“statutes should beread . . . to give independent effect to all their provisions’); see
also Weinberger v. Hynson, Westscott and Dunning, Inc., 412 U.S. 609, 631-32 (1973) (“Itis
well established that our task in interpreting separate provisions of asingle Act isto give the Act
‘the most harmonious, comprehensive meaning possible’”). The Order’ s restrictions on joint
marketing raise First Amendment concerns as well. The Commission may not restrict aBOC's
ability to disclose “truthful, verifiable, and nonmideading factual information” about its long
distance affiliate’ s offerings absent a “ substantial” government interest that reasonably “fit[s]” the
Commission’srestriction. Rubin v. Coors Brewing Co., 115 S. Ct. 1585, 1590 (1995); Cincinnati
v. Discovery Network, Inc., 507 U.S. 410, 416 (1993). Because the Order’s approach to
presubscription would deprive the BOCs of a statutory right to engage in joint marketing that
Congress granted the Bell companies after full deliberations, it fails both prongs of thistest. The
Commission’ s suggested approach might, in addition, run afoul of the constitutional prohibition
on coercing parties to deliver messages with which they disagree. See Pacific Gas & Elec. Co. v.
Public Util. Comm’'n, 475 U.S. 1, 10-11 (1986); cf. Glickman v. Wileman Bros. & Elliott, Inc.,
117 S. Ct. 2130, 2138 (1997) (contrasting situation in which complainants “ agree with the central
message of the speech”).
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8§ 271(d)(3)(C). Theremainder of this brief demonstrates that Bell South’ s provision of
interLATA servicesin Louisiana meets this test.

The Louisiana PSC held unanimoudly below that “ consumersin Louisiana, both local and
long distance, would be well served by BellSouth’s entry into the long distance market.”

Compliance Order at 14. This conclusion is consistent with Congress' s expectation, in passing

the 1996 Act, that “removing all court ordered barriers to competition — including the MFJ
interLATA restriction — will benefit consumers by lowering prices and accelerating innovation.”
142 Cong. Rec. S713 (daily ed. Feb. 1, 1996) (statement of Sen. Breaux). The U.S. Department
of Justice agrees that in-region interLATA entry by Bell companies would promote long distance
competition.* This Commission also recently affirmed that “BOC entry into the long distance
market will further Congress's objectives of promoting competition and deregulation of

telecommunications markets.” Michigan Order § 381.

The damage done by continuing to exclude the Bell companies from in-region, interLATA
servicesis staggering. As the attached affidavit of Professor Jerry Hausman of MIT details,
delaying Bell company interLATA entry has cost U.S. residential consumers $7 billion per year,
effectively imposing an annual tax on each long distance customer. Hausman Aff. 11 5, 21-23, 24
(App. A a Tab 5). This public burden cannot be justified by a desire to promote local
competition. The 1996 Act already opens local markets and any additional benefit from applying

some higher standard would be much less than the costs of continuing to curtail interLATA

> Evaluation of the United States Department of Justice, Application of SBC Communications
Inc., CC Docket No. 97-121, at 3-4 (FCC filed May 16, 1997).




BellSouth, November 6, 1997, Louisiana

competition. 1d. 111, 24-25; see also Michigan Order 11 387, 390 (suggesting higher

standards). As Professor Hausman explains, “[t]he consumer welfare gains from increased
competition in long distance will more than outweigh the incremental gain from the last step to
regulatory perfection” that parties such as the Department of Justice are urging this Commission
to enforce as a prerequisite to interLATA relief. Hausman Aff. § 25.

In Louisiana there is no offsetting benefit at al from delaying long distance competition

because BellSouth’s interLATA entry would increase local competition. The Louisiana PSC

found that approving BellSouth’ s application would benefit “both local and long distance”

consumersin Louisiana. Compliance Order at 14. Allowing BellSouth’ s entry would end the

incentives of potential competitorsto go slow in Louisiana, or to limit their local offerings, in an
effort to delay BellSouth’s entry while pursuing more profitable markets elsewhere.

A. The Scope of the Public Interest Inquiry

While the public interest inquiry generally may provide the Commission with “broad
discretion . . . to consider factors relevant to the achievement of the goals and objectives of” the

legidation, Michigan Order 385, it is limited by Congress's specific determinations.®* In the

1996 Act, Congress decided that it would open local markets by enacting a competitive checklist

that sets forth concrete obligationsin plain terms. The “checklist” was Congress's test of “what

*2 See NAACP V. FPC, 425 U.S. 662, 669 (1976) (“the use of the words ‘public interest’ in a
regulatory statute . . . take meaning from the purposes of the regulatory legisation”); New Y ork
Central Sec. Corp. v. United States, 287 U.S. 12, 25 (1932) (“the term public interest’ as thus
used [in a statute] is not a concept without ascertainable criteria’); Business Roundtable v. SEC,
905 F.2d 406, 413 (D.C. Cir. 1990) (“broad ‘ public interest’” mandates must be limited to ‘the
purposes Congress had in mind when it enacted [the] legidation’” (quoting NAACP v. FPC, 425
U.S. at 670)).
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... competition would encompass,” 141 Cong. Rec. S7972, S8009 (daily ed. June 8, 1995)
(statement of Sen. Hollings), and Congress forbade the Commission from second-guessing its
judgment or modifying its checklist “by rule or otherwise.” 47 U.S.C. § 271(d)(4) (emphasis
added); see also 141 Cong. Rec. S8188, S8195 (daily ed. June 12, 1995) (statement of Sen.
Pressler) (noting adoption of checklist approach in place of “actual competition” test). Asthe
Chairman of the Senate Commerce Committee reassured Senators, “[t]he FCC's public-interest
review is constrained by the statute” because “the FCC is specifically prohibited from limiting or
extending the terms used in the competitive checklist.” 141 Cong. Rec. S7967 (daily ed. June 8,
1995) (statement of Sen. Presser). Accordingly, the Commission may not use the public interest

inquiry to add local competition criteria beyond those that Congress included in the checklist.

The Michigan Order nevertheless suggests that public interest approval should be
conditioned in every case on exceeding the checklist. The Commission reasoned that because
Congress (1) wanted the Bell companies to enter long distance only after local markets are open
and (2) included both the competitive checklist and the public interest test in section 271,
Congress must have viewed the competitive checklist as an inadegquate mechanism to open local
markets.>®* But in fact, Congress wanted the Commission to examine an essential element of Bell

company interLATA entry not addressed by any other part of section 271: the competitive

%3 See Michigan Order 1 389 (reasoning that if “compliance with the checklist dloneis sufficient
to open aBOC' s local telecommunications markets to competition,” then “BOC entry into the in-
region interLATA services market would always be consistent with the public interest
requirement whenever a BOC has implemented the competitive checklist”).
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consequences of that entry, given the checklist and section 272's safeguards.> The Commission’s
equation of the public interest inquiry with its own assessment of local competition isimplausible
on itsface, for it assumes that Congress devoted countless hours to honing the smallest details of
the checklist and forbade the Commission from altering them, see 47 U.S.C. § 271(d)(4), and yet
wanted the Commission to use a different standard of open local markets as the dispositive test in
considering BOC applications.®

The point of the public interest test is thus to allow the Commission to examine the effect
on competition of Bell company entry into the interLATA market. The principal focus of the
inquiry must be the market where the effects of Bell company entry would directly be felt: the
interLATA market. It cannot be the local market, for issues related solely to local competition
are conclusively determined by compliance with the competitive checklist.

The Commission may as part of its public interest inquiry evaluate such matters as the
current state of long distance competition and the degree to which the checklist, section 272, and
other regulatory safeguards constrain anticompetitive conduct in the interLATA market. These
inquiries are familiar for the Commission. Aslong as a decade ago, for example, the Commission
addressed the hotly contested issue whether regulatory safeguards and market conditions were
then sufficient to preclude the Bell companies from impeding competition in long distance. The

Commission concluded that they were and thus agreed with the Department of Justice that the

> See Michigan Order 1 388 (discussing “congressional determination” that open local markets
and regulatory safeguards will protect interLATA competition).

% See, e.0., 141 Cong. Rec. S8188, S8195 (daily ed. June 12, 1995) (statement of Sen. Pressler)
(describing extensive negotiations and work that went into developing the competitive checklist).
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MFEJ s line of business restrictions should be lifted, notwithstanding that the Bell companiesin
1987 had no obligations to competitors comparable to the checklist.*

The Commission a'so may consider individua circumstances that Congress could not have
anticipated — such as the applicant’ s history of compliance or non-compliance with Commission

rules. See Michigan Order 1397. The Commission may not, however, use the public interest

inquiry to substitute its own local competition plan for that established by Congress. Over-
regulation of local and long distance markets today cannot be defended in the name of ideal
competition tomorrow.>” The Commission also may not use the public interest inquiry to rewrite

express provisions of the Act.®® In particular, the public interest test may not be used as a vehicle

*¢- Responsive Comments of the Federal Communications Commission As Amicus Curiae on the
Report and Recommendations of the United States Concerning the Line of Business Restrictions
Imposed on the Bell Companies by the Modification of Final Judgment, at 58, United Statesv.
Western Electric Co., No. 82-0192 (D.D.C. filed Apr. 27, 1987).

>’ See MCI Telecommunications Corp. v. FCC, 627 F.2d 322, 341 (D.C. Cir. 1980) (“The best
must not become the enemy of the good.”); see generaly 47 U.S.C. § 271(d)(4); Conference
Report at 1 (enacting a“de-regulatory national policy framework”); 141 Cong. Rec. S7895 (daily
ed. June 7, 1995) (statement of Sen. Hollings) (“We should not attempt to micro-manage the
marketplace”); 141 Cong. Rec. H8282 (daily ed. Aug. 2, 1995) (statement of Rep. Bliley)
(Congress wanted to promote “competition, and not Government micro-management of
markets’); accord Local Interconnection Order, 11 FCC Rcd at 15509, 1 12 (*look[ing] to the
market, not to regulation” to determine entry strategies); see also Hausman Aff. 10 (“The
Commission is once again failing to recognize that regulation is meant to benefit consumers, not
to further other objectives of regulators.”).

% See NAACPV. FPC, 425 U.S. at 669; United Sav. Ass n v. Timbers of Inwood Forest Assocs.,
Ltd., 484 U.S. 365, 371 (1988) (when “only one of the permissible meanings produces a
substantive effect that is compatible with the rest of the law” statutory provision’s meaning is
“clarified by the remainder of the statutory scheme”) (internal quotation marks omitted); National
Broadcasting Co. v. United States, 319 U.S. 190, 216 (1943) (the public interest “isto be
interpreted by its context”).
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for circumventing the specific statutory restrictions of sections 251 and 252 regarding such
matters as the pricing of UNEs and resold services. Although thisissue is now pending before the
Eighth Circuit,* that Court just recently confirmed that this Commission does not have
“jurisdiction over intrastate telecommunications matters’ under the Communications Act unless
Congress has drafted provisions that “expressly apply to intrastate telecommunications matters
and explicitly direct the FCC to implement the act’ s intrastate requirements.”® Because section
252 reserves pricing authority to the States, and the public interest provisions of section 271 do
not purport to override that delegation of authority, the FCC is powerless to usurp State
jurisdiction over pricing through the section 271 process.

B. The Current Long Distance Oligopoly Limits Competition

Turning to the core of the Commission’s proper inquiry, it has long been settled that the

benefits of new entry in long distance presumptively outweigh any risk of harm,®* even where the

> See Petition of the State Commission Parties and the National Association of Regulatory Utility
Commissioners for 1ssuance and Enforcement of the Mandate (filed Sept. 17, 1997) & Petition
for Immediate I ssuance and Enforcement of the Mandate (filed Sept. 18, 1997), lowa Utils. Bd. v.
ECC, No. 96-3321 (8th Cir.).

%- Cdiforniav. FCC, 1997 U.S. App. LEXIS 22343, at *10 (emphasisin original) (citing
Louisiana Pub. Serv. Comm’'n v. FCC, 473 U.S. 355, 376-77 (1986)).

%1 See Report and Order, Inquiry into Policies to be Followed in the Authorization of Common
Carrier Facilities to Provide Telecommunications Serv. off of the Island of Puerto Rico, 2 FCC
Rcd 6600, 6604, 1 30 (1987) (“plac[ing] a burden on any entity opposing entry by a new carrier
into interstate, interexchange markets to demonstrate by clear and convincing evidence that
[additional] competition would not benefit the public”) (emphasis added); Report and Third
Supplemental Notice of Inquiry and Proposed Rulemaking, MTS-WATS Market Structure
Inquiry, 81 F.C.C.2d 177, 201-02, 1 103 (1980) (Commission will “refrain from requiring new
entrants to demonstrate beneficial effects of competition in the absence of a showing that
competition will produce detrimental effects’).
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long distance entrant is an incumbent local exchange carrier.? That presumption is especially apt
when applied to this application.
The interexchange market is highly concentrated and systematically non-competitive. In

the Michigan Order, the Commission repeated its “concern[s] . . . that not all segments of this

market appear to be subject to vigorous competition,” and “about the relative lack of competition

among carriers to serve low volume long distance customers.” Michigan Order 1 16. Likewise,

in Louisiana, the PSC “has ingtituted its own investigation into whether long distance companies
currently operating in Louisiana have properly passed access charge reductions on to their
ratepayers,” based on “serious questions raised at both the national level and within Louisiana

regarding abuse in the long distance market.” Compliance Order at 14.

In a competitive market, entry by new firms and competition by incumbent firms drive
prices toward cost. See Schmalensee Aff. 9 (App. A a Tab 11); Paul W. MacAvoy, The

Failure of Antitrust and Regulation to Establish Competition in Long-Distance Telephone

Services 173-74 (1996) (“MacAvoy Study”). Yet long distance carriers have failed to pass on
cost savings to their customers. Access charges constitute nearly half of interexchange carriers
total costs. Hausman Aff. 1 30. From January 1990 to July 1996 these charges declined by 27
percent, yielding at least a 13 percent reduction in interexchange carriers’ total costs during that

period. Id. Yet carriers have raised their prices despite these declines in access charges. See

%2 See Inquiry into Palicies to Be Followed in the Authorization of Common Carrier Facilities to
Provide Telecommunications Serv. Off the Island of Puerto Rico, 2 FCC Rcd at 6604, § 30
(Commission’s “open entry policy,” “clearly contemplate]s] competitive entry by independent
local exchange companies’) (citing MTS-WATS Market Structure Inquiry, 81 F.C.C.2d at 186).
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Schmalensee Aff. {19 (9% drop in access charges between 1993 and 1996, while AT& T raises
rates 22%); Hausman [ 28-32. Indeed, they have raised prices despite additional savings from
new transmission technologies and lower equipment prices. 1d.; see Schmaensee Aff. §9;
MacAvoy Study at 96; WEFA Study at p. 11 (App. C at Tab 23) (failure to pass through cost
reductions of 6 to 7 percent per year). The maor carriers have, moreover, raised their discounted
rates along with the basic rates off of which discounts are taken. Hausman Aff. 1 31; see
Schmalensee Aff. 11 11, 16-17 (discounted rates yield “ supracompetitive profits’).

Recent flat-rate promotions do not mark a substantial departure from the longstanding
pattern of lock-step price increases. Schmalensee Aff. 1 12-14; Hausman Aff. §32. AT&T'sflat
rate of 15 cents per minute — higher than its standard evening rate — does not benefit typical
residentia callers who place most calls during off-peak hours. Schmalensee Aff. §13. MCI’sflat
rate of 14.5 cents and Sprint’ s two-tiered plan of a 25 cent peak rate and 10 cent off-peak rate
also provide modest relief at best.®* The monthly consumer price index for interstate toll calls
rose steadily during 1995 and 1996, with only minor declinesin early 1997. See WEFA Study at
p. 10. AsProfessor Schmalensee points out, “the only reason that many consumers might find the

One Rate plan attractive today isthat AT& T has substantially raised its basic rates over the last

several years.” Schmalensee Aff. | 14.
To the extent that there have been price reductions, they consist simply of passing only a
portion of the interexchange carriers' savings from recent access charge reductions, and were

effected only because the Commission required AT& T to share some of its windfall with

%3 See AT& T Calls MCI Flat Pricing More Than a Coincidence, Newsbytes, Sept. 30, 1996.
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residential consumers who pay undiscounted basic rates. See Hausman Aff. § 32 (noting that
none of the access charge savings was passed on to discount customers). In a competitive
industry, regulators do not need to strong-arm competitors into passing on cost-savings to
consumers. See Schmalensee Aff. 9.

The major carriers themselves concede that they do not compete for the business of the
lowest volume callers. Seeid. §15. They have in the past claimed that these customers are
served below cogt, but that does not explain why mid-volume callers are denied discounts. Seeid.
17 15-17. Besides, evenif claims of below-cost pricing were true, they would only highlight the
need for additional competition to place pressure upon al carriersto lower operational and
marketing costs.

C. Market Evidence Confirmsthat BellSouth’s Entry into the Inter LATA
Market in Louisiana Will Benefit Consumers

BellSouth’s entry into interLATA servicesin Louisianawill provide the needed
competition and benefit long distance consumers through lower prices and/or higher quality
service. Moreover, by chipping away at costly barriers between local and long distance services,
BellSouth’ s entry will bring further benefits. The United States is the only nation in the world that
rigidly divides local from long distance telephone service and thereby deprives consumers the
benefits of both vertical integration and additional competitorsin long distance. Hausman 1 26-
27, see dso Gilbert Aff. 1144 (App. A at Tab 3). Despite hypothetical possibilities of
anticompetitive conduct, every other country that has permitted competition in long distance has
decided that the benefits of allowing incumbent LECs to participate outweighs possible

anticompetitive concerns. Hausman Aff. § 26. The record of incumbent LECS competitively
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beneficia provision of vertically related services makes clear that the unanimous conclusion of all
these other nations is correct.

1. Evidence of Competition Where LECs Have Been Allowed to Offer Long Distance

Uniform historical experience confirms the potential benefits of in-region interLATA entry
by BellSouth. Asthe Commission itself has recognized, the “recent successes of [SNET] and
GTE in attracting customers for their long distance services illustrates the ability of local carriers
to garner asignificant share of the long distance market rapidly;” “recent studies’ based upon
these positive market experiences “ have predicted that AT& T’ s share of the long distance market
may fall to 30 percent with BOC entry;” and such “additional competition in the long distance

market is precisely what the 1996 Act contemplates and is welcomed.” Michigan Order Y 15.

Long distance customers in Connecticut have benefitted from SNET’ s price competition
since it entered the interstate market in 1994.%* On average, SNET’ s residential long distance
rates have been 17-18 percent lower than AT& T's. Hausman Aff. § 16-19. These savings have
especially benefitted low-volume callers who, prior to SNET’ s entrance, had disproportionately
stayed with AT& T because they were ignored by other carriers. See Schmalensee Aff. 11 25-28.
SNET has shown both a willingness and ability to compete for this segment of the market,

attracting a much higher share of interstate customers than interstate revenues.®

8- Consumers of intrastate services also have benefitted, as AT& T responded to SNET’ s long
distance offerings with competitive intrastate offerings. See Gilbert Aff. §{ 37-38.

8. See Susan Jackson, A Telecom Y ankee Defends its Turf, Business Week, Oct. 28, 1996, at
167.
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To compete with SNET, AT& T petitioned the Commission for authority to reduce its
long distance rates specifically for Connecticut.®® AT& T’ s stated reason for the petition was “the
rapidly emerging competition from SNET in Connecticut.”® AT&T thus effectively admitted that
it faces more intense competition in Connecticut than el sewhere because the incumbent LEC has
been allowed to enter the long distance market.®

The two geographic corridors running from New Y ork City and Philadelphiato New
Jersey offer another example in which incumbent local exchange carriers — in this case Bell
Atlantic and NYNEX — have competed in in-region, interLATA services by setting prices below
those of the major carriers. AT& T concedes that Bell Atlantic’s corridor rates are as much as
one-third lower than AT& T’s,% and credits Bell Atlantic’s widespread marketing of “sav[ings]
over AT& T’sbasic rates’ for Bell Atlantic's 20 percent market share of interstate corridor calls.”
See Taylor Direct Testimony at p. 18 (App. C a Tab 23). AT&T and MCI sought permission to

reduce their rates in these corridors precisely because they face more intense competition there

% See AT& T Comments, Market Definition, Separations, Rate Averaging and Rate Integration,
at 29, Policy and Rules Concerning the Interstate, Interexchange Marketplace & |mplementation
of Section 254(qg), CC Docket No. 96-61 (FCC Apr. 19, 1996) (“AT& T Rate Averaging
Comments’); AT&T Corp.’s Petition for Reconsideration, Policy and Rules Concerning the
Interstate, Interexchange Marketplace at 2-5 (FCC Sept. 16, 1996); see also supraat 3-4
(discussing nationwide rate increases).

7 AT& T Petition for Reconsideration at 2.
% Seeid. at 2-5; AT& T Rate Averaging Comments at 29.

% AT&T Corp.’s Petition for Waiver and Request for Expedited Consideration, AT& T Petition
for Waiver of Section 64.1701 of the Commission’s Rules, CC Docket No. 96-26 Attachment A
(FCC filed Oct. 23, 1996) (“AT& T Waiver Petition”).

70.|_d.at 3
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than elsawhere.”™ Neither questions that consumers in these corridors are better off because of
price competition from the incumbent Bell company.”

Evidence from foreign markets confirms this domestic experience. In Canada, where the
incumbent local carrier has been allowed to offer long distance toll service, long distance rates are
lower than in this country even though carriers use essentially the same equipment as in the
United States to serve less densely populated areas. Hausman Aff. § 27; see Gilbert Aff. 144 &
n.70. Conversely, healthy competition to the vertically integrated incumbent carrier has
developed in the United Kingdom, notwithstanding that regulators have done considerably lessto
open local markets than was done by the 1996 Act in the United States. Gilbert Aff. § 44.

2. BellSouth I's Suited to Break Up the Interexchange Oligopoly in Louisiana

BellSouth will offer consumers these same sorts of competitive benefits when it provides
in-region, interLATA service in Louisana

BellSouth has an affirmative incentive to lower long distance pricesin Louisiana, because
increased interLATA usage will increase usage of BellSouth’s access services aswell. See
Hausman Aff. 1 12-14. Indeed, BellSouth has committed, upon receiving interLATA authority,

to setting itsinitial basic rates at least 5% lower than the corresponding rates of the largest

" Seeid. at 1, 5; MCl Commentsat 1, AT&T Petition for Waiver of Section 64.1701 of the
Commission’s Rules, CC Docket No. 96-26 (FCC filed Nov. 18, 1996) (“MCl Comments’)
(petitioning the Commission “so that [MCI] likewise will be in a position to benefit consumers by
being able to compete effectively against Bell Atlanticand AT&T”).

2 See AT& T Waiver Petition at 5 (consumers in the corridors, unlike other areas, “benefit from
the highest degree of competition possible’); MCI Comments at 3 (“fully support[ing]” AT&T's
“arguments’).
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interexchange carrier. See Harralson Testimony at p. 1219 (App. C at Tab 68). All types of
consumers will benefit. For example, in addition to authorizing carriage of calls“originating in”
Louisiana under section 271(b)(1), approval of this application will further benefit competition by
allowing BellSouth to provide interLATA toll-free and private line services under section 271(j).
See Jarvis Aff. 5. BellSouth thus will be able to provide customers in Louisiana inbound 800
and 888 service from any location across LATA boundaries (relief that was granted to the BOCs
for out-of-region customers under sections 271(b)(2) and 271())).

BellSouth is, moreover, well-positioned to spur the competition that will lower
interexchange prices. BellSouth has honed its marketing skills as awireless carrier in Louisiana,
aswell asaprovider of other competitive offerings such as exchange access to business
customers, Centrex service, customer premises equipment, and directories. These experiences
will enable Bell South to provide better interexchange services to Louisiana and to sell them
effectively. See Schmalensee Aff. 4 30-37. BellSouth also could reduce costs by using existing
sales and customer support systems (in compliance with the requirements of section 272). See
Gilbert Aff. 91 24-28; Schmalensee Aff. 129. AT&T secured approval to acquire McCaw in part

on such grounds. Applications of Craig O. McCaw, 9 FCC Rcd 5836, 5885, 1 83 (1994), aff'd

sub nom. SBC Communications Inc. v. FCC 56 F.3d 1484 (D.C. Cir. 1995).

Above all, however, BellSouth’ s brand name will make it a strong competitor to the three
major incumbents. The Bell South brand is recognized by approximately 70 percent of consumers
inregion — lessthan AT& T and MCI, but high in relation to other potential entrants into long

distance. Gilbert Aff. 17. BellSouth’s reputation is on par with that of the maor incumbent
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interexchange carriers. better than three out of four customers rated Bell South as “very good” in
the categories of customer service and service reiability/product quality. Schmalensee Aff.  32.
Indeed, Bell South received the highest customer satisfaction rating of any major LEC in a recent
survey.” These factors will give Bell South lower marketing costs in-region than other potential
new entrants and position BellSouth as a serious competitor to AT& T, MCI, and Sprint.”™

BellSouth’ s marketing strength will be most pronounced among current Bell South
customers who are part of alow-volume market segment that is “ neglected in the competition
among interexchange carriers.” Schmalensee Aff. §26. The failure of the three large carriersto
market servicesto this group leads many residential and small business customers to choose
AT&T out of inertia, without giving other carriers serious consideration. Seeid. 1 27-28. If
BellSouth (and other Bell companies across the country) can make competitive inroads, however,
AT&T, MCI, and Sprint are likely to respond with new promotions and expanded eligibility for
targeted offerings, to the benefit of low-volume callers. Id. § 37.

Likewise, BellSouth will be able to offer bundled service offerings and “one stop
shopping.” Bundled service packages can “have clear advantages for the public,” such as greater

convenience and the ability to secure volume discounts by aggregating purchases of different

2 J.D. Power and Associates, 1997 Residentia Local Telephone Study, RBOCs Achieve Higher
Customer Satisfaction than Independent Carriers: BellSouth Top Carrier for Second Y ear, Aug.
26, 1997 <http://www.jdpower.com//0826pho.html>.

% See Schmalensee Aff. 1 37; Gilbert Aff. § 28; see also Applications of Craig O. McCaw, 9 FCC
Rcd at 5871-72, 157 (AT& T's acquisition of McCaw would serve the public interest due to
AT& T s brand name, financia strength, marketing experience, and technological know-how).
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services.”” The Commission thus has supported devel opments that promise to speed the
introduction of bundled services at the retail level. Thiswas one reason why the Commission
approved AT& T’ s buyout of McCaw Cellular Communications, saying it “would deny users the
current and prospective benefits of bundling only if presented with a compelling public interest
justification” for doing so. 9 FCC Rcd at 5880, | 75; see Gilbert Aff. § 19.

BellSouth will not be the only, or even the first, carrier to market bundled offerings, and it
will have no unfair advantage in providing bundled packages. See Gilbert Aff. 1 7-16.° Bundled
offerings are the cornerstone of interexchange carriers plans for entering the local exchange.
AT&T, for example, has announced that it plans to “take a basic $25-a-month long distance

customer and convert him or her into a $100-a-month customer for a broader bundle of services.”

AT&T Chalengesthe Bell Companies,” Wall St. J., June 12, 1996, at A3; see Gilbert Aff. §{ 7-19
(describing AT& T’ s plans). MCI is offering long distance, cellular service, Internet access, and

MClmetro local service on the same bill in some States. Gilbert Aff. §10. Sprint is bundling its

> Applications of Craig O. McCaw, 9 FCC Rcd at 5879-80, 1 73-75; see 141 Cong. Rec. S713
(daily ed. Feb. 1, 1996) (statements of Sen. Harkin) (1996 Act will allow “low cost integrated
service with the convenience of having only one vendor and one bill to deal with”); S. Rep. No.
104-23, at 43 (joint offerings constitute a “ significant competitive marketing tool”); see also
Gilbert Aff. 916 (“Consumers will benefit from the integration of service offerings and the
marketing of bundled products through convenience and through the increased number and
variety of telecommunications options available in the marketplace.”); Hausman Aff. 7.

6 As Gilbert explains, “[a]lny argument that the offering of integrated packages of local and long
distance services could lead to areturn of the market structure that existed prior to the
Modification of Final Judgment (“MFJ’) is not justified by market redlities. The structure of the
telecommunications marketplace has changed dramatically since the MFJ s break-up of AT&T.
Not only will there now be several competitors offering packages in a given geographic market,
but the local and long distance markets separately will be subject to competition.” Gilbert Aff.
123.
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long distance offerings with local wireline service, cable television, and PCS offerings. 1d. 1 11-
14. Following MFS Communications merger with the Internet access provider UUNet and the
long distance carrier WorldCom (to form the entity that now wants to buy MCl), the merged
entity’ s President explained: “We are creating the first company since the breakup of AT&T to
bundle together local and long distance service carried over an international end-to-end fiber

network owned or controlled by a single company.” Communications Firms to Join in $12-Billion

Ded, Los Angeles Times, August 27, 1996, at A-1 (see dso Gilbert Aff. 15).

A recent study by J.D. Power and Associates found that 65 percent of households are
likely to sign up with one company for al their telecommunications services, with the majority
choosing their current long distance carrier as that sole provider. Gilbert Aff. §18. Congress
recognized the importance of bundled offerings to the development of local and long distance
competition, noting that a“full 86 percent of . . . small business owners want one-stop shopping
for telecommunications services” and that “[t]wo-thirds of them want to be able to choose one
provider that can give them both local and long-distance telephone service.” 141 Cong. Rec.
S7903 (daily ed. June 7, 1995) (statement of Sen. Burns). Legidators considered bundling so
important that they barred the major interexchange carriers from jointly marketing resold local
service with their own long distance services until the incumbent Bell company has an equd ability
to combine local and long distance offerings. 47 U.S.C. § 271(e)(1).

Approval of BellSouth’s petition aso will lift remaining prohibitions on BellSouth’s
participation in telecommunications equipment manufacturing and allow BellSouth to pursue all

opportunitiesin this area, subject to statutory and regulatory safeguards. Seeid. 8 273(a);
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S. Rep. No. 104-23, at 67 (alowing Bell Companies to engage in manufacturing will “foste]r]
competition . . . and creat[€e] jobs along the way”). Only the currently dominant equipment
manufacturers support these archaic restrictions, for “[a]lmost everyone else in the domestic
market has been disadvantaged, either from a negative impact on efficiency or through loss of
investment and opportunities.” Kettler Aff. 17 (App. A a Tab 8). For instance, smaller
telecommuni cations equipment manufacturers have strongly supported BellSouth’ s application for
interLATA relief in South Carolina, based upon their expectation that BellSouth’ s ability to “have
more normal business relationships’ with unaffiliated manufacturers will benefit the domestic
manufacturing industry as awhole. Comments of Ad Hoc Manufacturers, Application by

BdllSouth for Provision of In-Region, InterLATA Servicesin South Carolinaat 17-24, CC Dkt.

97-208 (FCC Oct. 20, 1997).

Finally, approval of this application would trigger “1+” intraL ATA competition in
Louisiana, intensifying competition in the intraLATA toll market aswell. See 47 U.S.C.
8 271(e)(2). The Louisiana PSC has issued a General Order establishing regulations for 1+
presubscription, and BellSouth has filed a tariff with the State commission for services that will be
required to implement intraLATA toll dialing parity. Varner Aff. 1199 & Ex. AV-5. These
tariffed offerings will become effective when Bell South receives authorization to provide
interLATA servicesin Louisiana. 1d. 1191. IntraLATA toll presubscription will be implemented
using atwo-PIC method, allowing the customer to choose different carriers for intraLATA toll
and interLATA calls. 1d. 1192. Cost recovery for the incremental costs of dialing parity will be

implemented in a competitively neutral manner over afour year period. 1d. 1 193.
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The rivalry between SNET and AT&T in Connecticut — which quickly spilled over from
interstate services to intrastate toll — indicates how, in aworld of bundled service offerings,
greater competition in interLATA services will benefit Louisianans across a range of
telecommunications services including local and intraLATA toll. See Gilbert Aff. 1 34-38;
Hausman Aff. 1110 n.13, 22.

Whileit is difficult to quantify such benefits with precision, estimates are available. An
analysis conducted by the WEFA Group predicts that long-distance rates will drop by 25 percent
asaresult of Bell company in-region, interLATA entry. WEFA Study at p. 11; Raimondi
Testimony at p. 5 (App. C at Tab 23). The study estimates that Bell South’ s entry into the
interLATA long distance markets throughout Louisianawill by the year 2006 generate an
additional 7,600 new jobs in the state and increase the gross state product by approximately $922
million. WEFA Study at pp. 1-2, 21. An independent economist, Loren Scott, Chairman of the
Economics Department and Director of the Economic Development and Forecasting Division of
Louisiana State University, has confirmed that the WEFA model was based on reliable
assumptions and that its results are reasonable and conservative estimates. Scott Aff. at p. 5
(App. C at Tab 23).

These estimates are consistent with the work of other prominent economists. Dr. Paul
MacAvoy of Yale projects that, nationwide, the total gains to consumers from unrestricted Bell
company entry into the long distance market would be as high as $306 billion, even if AT&T,
MCI, and Sprint “maintain their tacitly collusive pricing strategies.” MacAvoy Study at p. 185.

During debates on the 1996 Act, Congress relied upon estimated savings of $333 billion from



BellSouth, November 6, 1997, Louisiana

greater long distance competition. 141 Cong. Rec. S704 (Feb. 1, 1996) (statement of Sen. Ford).
Relying upon actual market experience with local telephone company entry into long distance as
well asincumbent LECS economic incentive to lower prices upon vertical integration, Professor
Hausman anticipates that prices would fall by about 17-18 percent as aresult of in-region entry by
the Bell companies, and that residential customers alone stand to benefit by about $7 billion per
year. Hausman Aff. 15, 20-23.

In other proceedings, the incumbent interexchange carriers and the Department of Justice
have guestioned the magnitude of the consumer savings that will result from Bell company entry
into long distance. See DOJ South Carolina Evaluation at 48-49. The important thing, however,
is the indisputable fact of significant consumer benefits from greater interLATA competition. The
Justice Department's consultant, for instance “expect[s] price reductions.” Schwartz
Supplemental Aff. § 77 (filed with DOJ South Carolina Evaluation). Whether these benefits total
$7 billion per year, $10 hillion per year, or a“mere” $1 or $2 hillion per year is nearly immateria
for purposes of this application, because the public interest requires that consumers be allowed to
reap any possible benefits from competitive markets where, as here, there are no offsetting costs.

D. BellSouth’s Entry into the Inter LATA Market, Subject to Extensive
Statutory and Regulatory Safeguards, Presents No Risk to Competition

For al its potential strengths as a competitor, BellSouth has absolutely no ability to
impede competition by entering the interLATA market. The 1996 Act and regulatory reforms

have rendered 20-year-old worries about cross-subsidy and network discrimination obsolete.
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1. Regulation and Practical Constraints Make “ Leveraging” Strategies
Impossible to Accomplish

In light of the federal and state safeguards that prevent Bell companies from engaging in
anticompetitive conduct upon entering long distance, the Commission recently held that the Bell
companies should be regulated as non-dominant when they provide in-region, interLATA
services.”” It found that Bell companies could not drive other interexchange carriers from the
market through cost misallocation, that federal and state price caps reduce incentives to
misallocate costs, and that existing safeguards “will constrain a BOC' s ahility to allocate costs
improperly and make it easier to detect any improper allocation of costs that may occur.” Id.

1 105. The Commission likewise dismissed fears of predation against the established long
distance incumbents, id. 1 108; found that the numerous protections against discrimination will
prevent Bell companies from gaining market power upon entry through such tactics, id. 11 111-
119; and concluded that any risk of price squeezes can be addressed through FCC procedures and
the antitrust laws, id. 1 128-129. Finally, the Commission recognized “that the entry of the BOC
interLATA affiliates into the provision of in-region, interLATA services has the potentia to
increase price competition and lead to innovative new services and market efficiencies.” Id.

1134.

" Second Report and Order in CC Docket No. 96-149 and Third Report and Order in CC
Docket No. 96-61, Regulatory Treatment of LEC Provision of Interexchange Services
Originating in the LEC’s L ocal Exchange Area and Policy and Rules Concerning the Interstate,
Interexchange Marketplace, FCC No. 97-142 (rel. Apr. 18, 1997) (“BOC Non-Dominance
Order”).
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Each of these conclusions is buttressed by the success that federal and state regulators
have had in regulating Bell companies over the years, as well as by the new, additional safeguards
imposed by the 1996 Act and the Commission’simplementing regulations. As aformer Deputy
Assistant Attorney General for Economics in the current Administration’s Antitrust Division
explains, existing safeguards “expressy and comprehensively” address potential harms. Gilbert
Aff. 143

a Cost Misallocation. Theories that BellSouth might shift costs

incurred in providing interLATA servicesto local ratepayers, thereby giving itself a competitive
edge asan interLATA carrier, are premised upon the assumption that BellSouth “is regulated

under rate-of-return regulation.” Notice of Proposed Rulemaking, Implementation of the Non-

Accounting Safequards of Sections 271 and 272 of the Communications Act of 1934, as

Amended, 11 FCC Rcd 18877, 18882-83, 1 7 (1996) (“Non-Accounting Safeguards NPRM.” )™

To cure this problem, the Commission has totally overhauled its approach to rate
regulation. See Hausman Aff. 9 34. The Commission adopted a price cap regime that sets
maximum rates almost entirely without regard to costs, thereby giving LECs “a powerful profit

incentive’ to cut the costs of their regulated services. National Rural Telecom Assnv. FCC, 988

F.2d 174, 178 (D.C. Cir. 1993). Thereisno “reward for shifting costs from unregulated activities

into regulated ones, for the higher costs will not produce higher legal ceiling prices.” 1d.; see

"8 The Department of Justice contended in supporting approval of the MFJ that the Bell System’s
alleged practice of subsidizing its competitive offerings at ratepayers expense “stem[med] . . .
directly from AT& T’ s status as a rate-of -return regulated firm . . . .” Competitive Impact
Statement at 13, United Statesv. AT& T, No. 74-1698 (D.D.C. Feb. 10, 1982).
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Non-Accounting Safeguards NPRM, 11 FCC Rcd at 18942-43, 136 (Commission’s price cap

policies “reduc[€e] the potential that the BOCs would improperly allocate the costs of their
afiliates interLATA services’); Hausman § 34. Indeed, the Commission has described price cap
regulation as providing strong “ efficiency incentives’ to keep down costs allocated to regulated

services. Report and Order, Implementation of the Telecommunications Act of 1996; Accounting

Safeguards Under the Telecommunications Act of 1996, 11 FCC Red 17539, 17605-06, 1 145

(“ Accounting Safeguards Order”); see also lllinois Public Telecommunications Ass nv. FCC, 117

F.3d 555, 570 (D.C. Cir. July 1, 1997) (under price caps “risk of loss’ is borne by “investors
rather than ratepayers’), clarified, Case No. 96-1394, dlip op. (D.C. Cir. Sept. 16, 1997);
Hausman Aff. {1 35-36."

Congress nevertheless took steps to address supposed worries about possible cost
misallocation. In section 272 of the 1996 Act, Congress sharply reduced opportunities for cost-
shifting by requiring that a Bell company provide long distance through an affiliate that has
separate facilities, employees, and record-keeping from the local telephone company. 47 U.S.C.
8§ 272. Moreover, Congress reinforced structural separation with demanding accounting
requirements. Seeid. § 272(d), Hausman Aff. § 37. Legidators concluded, after hearing

arguments on al sides, that these statutory safeguards and the Commission’s implementing rules

- To the extent that improper cost sharing may formerly have been a concern, see Non-
Accounting Safequards NPRM, 11 FCC Rcd at 18942-43, ] 136, that concern is addressed by the
Commission’s recent decision to eliminate sharing entirely. Fourth Report and Order in CC
Docket No. 94-1 and Second Report and Order in CC Docket No. 96-262, Price Cap
Performance Review for Local Exchange Carriers and Access Reform Charge, FCC 97-159, 11
147-155 (rel. May 21, 1997); see Hausman Aff. § 34.
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would be sufficient to deal with concerns about Bell company cost misallocation. See, e.q.,
47 U.S.C. 8§ 254(k) (requiring Commission to implement regulations as necessary “to ensure that”
revenues from regulated services are not used to subsidize competitively provided services). The
Commission has likewise expressed confidence in the efficacy of structural separation in various
contexts.®

Beyond this statutory requirement, the Commission has explained that its preexisting “cost
allocation and affiliate transactions rules, in combination with audits, tariff review, and the
complaint process, have proven successful at protecting regulated ratepayers from bearing the
risks and costs of incumbent local exchange carriers competitive ventures.” Accounting

Safequards Order, 11 FCC Rcd at 17550-51, § 25. The Commission reasoned that these rules

together “will effectively prevent predatory behavior that might result from cross-subsidization,”
and that because they “have proven generally effective” there was “no reason to require a change
to adifferent system.” Id. 17551, 28, 17586, 1 108; see adso First Report and Order, Access

Charge Reform, CC Docket No. 96-262, FCC No. 97-158, 1 283 (rel. May 16, 1997) (“Access

Reform Order”) (price caps protect against cross-subsidization).
Louisiana regulators have implemented a parallel regulatory regime that contains many of
these same protections. Like the Commission, the Louisiana PSC has abandoned rate-of-return

regulation in favor of price-cap regulation. See Woroch Aff. § 53; see also Roberts Aff. 44

8. Report and Order, Inquiry into the Use of the Bands 825-845 MHZ and 870-890 MHZ for
Cellular Communications Sys., 86 F.C.C. 2d 469, 494, 150 (1981) (cellular); Final Decision,
Amendment of Section 64.702 of the Commission’s Rules and Regulations (Second Computer
Inquiry), 77 F.C.C.2d 384, 453 1 177 (Bell System), aff’d sub nom. Computer and
Communications Indus. Ass nv. FCC, 693 F.2d 198, 211 (D.C. Cir. 1982).
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(App. A a Tab 10). The Louisiana PSC also matches this Commission’ s accounting
requirements, imposing similar record-keeping and reporting requirements and carrying out
periodic audits. Cochran Aff. § 14; Woroch Aff. § 53.

b. Other Pricing Strategies. Just as cost misallocation would be impossible to

accomplish, Bell South would not and could not raise the cost of its access servicesin an effort to
effectuate a “price squeeze” on other interexchange carriers.®  The Commission has cited a host
of factors that “constrain the ability of a[Bell company or its] interLATA affiliate to engagein a
predatory price squeeze,” and concluded that Bell companies “will not be able to engage in aprice
sgueeze to such an extent that the [Bell company] interLATA affiliates will have the ability, upon

entry or soon thereafter, to raise price by restricting their own output.” BOC Non-Dominance

Order 11 129; see also Access Reform Order, 1278 (“we have in place adequate safeguards against

such conduct”). The Commission likewise concluded that a strategy of providing long distance
services below cost to drive out competitors could not be profitable for Bell companies because
losses incurred in predation could not later be recovered through supra-competitive pricing. 1d.

9 108:; see also Non-Accounting Safeqguards NPRM, 11 FCC Rcd at 18943-44, 9 137; Hausman

Aff. 9 38.
Wholly aside from regulatory safeguards, “ predatory pricing schemes are rarely tried, and

even more rarely successful.” Brooke Group v. Brown & Williamson Tobacco Corp., 509 U.S.

209, 226 (1993) (citations omitted); see Roberts Aff. 54. In an industry with standardized

8. See generally Town of Concord v. Boston Edison Co., 915 F.2d 17, 18 (1% Cir. 1990) (per
Breyer, J.) (discussing theory of price squeezes), cert. denied, 499 U.S. 931 (1991).
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technol ogies and sophisticated incumbents, it is “especially unlikely” that Bell South could employ
the classic predatory strategy of lowering prices below cost to affect competitors assessments of
future competition. 1d. 11 24, 46-48; see also Gilbert Aff. §43-46. Redlistically, moreover, any
attempt to drive out large and well-financed incumbent carriers who have made mammoth sunk
investments would be doomed. Roberts Aff. 1 46-47.

C. Price Discrimination. Perhaps the weakest of all theories advanced by

those with avested interest in delaying interLATA competition is that Bell companies might
discriminate in the pricing of their exchange access services. The Commission has for years
“requirefd] any exchange carrier offering interexchange service to impute to itself the same costs
that it uses to develop the access rates that it charges its interexchange customers.” Order on

Reconsideration, Policy and Rules Concerning Rates for Dominant Carriers, 6 FCC Rcd 2637,

2714, 1168 (1991). Consistent with that regulatory requirement, Congress specifically provided
that the Bell company must charge its affiliate, or impute to itself, “an amount for accessto its
telephone exchange service and exchange access that is no less than the amount charged to any
unaffiliated interexchange carriers for such service.” 47 U.S.C. § 272(e)(3). The Commission
thus rightly has concluded that “the statutory and regulatory safeguards . . . will prevent a[Bell
company] from discriminating to such an extent that itsinterLATA affiliate would have the ability,
upon entry or shortly thereafter, to raise the price of in-region, interstate, domestic, interLATA

services.” BOC Non-Dominance Order  119.

d. Technical Discrimination. Theories that Bell South might impede

competition by engaging in technical discrimination are equally unfounded. AT&T, MCI/British
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Telecom (/WorldCom or /GTE), and Sprint/Centel/Deutsche Telekom/France Telecom are
sophisticated, vertically integrated goliaths with revenues much greater than Bell South’ s and the
expertise and resources to detect and challenge systematic discrimination. See Gilbert Aff. 11 46-
47, 49. Indeed, to state how discrimination against them would have to occur is virtually to prove
itsimpossibility: In order to gain an anticompetitive edge, Bell South would have to provide
inferior access services to its magjor competitors, without disrupting its own local or long distance
services, in afashion that cannot be proved by other interexchange carriers or detected by
regulators, yet is so apparent to customers that it drives them to switch to BellSouth’slong
distance service, but not the service of some other competitor. See Hausman Aff.  40; see also
Gilbert Aff. 11 46-47 (no harm to competition unless discrimination raises consumer prices).
When one considers these redlities, it is not surprising that incumbent interexchange carriers never
have produced specifics (much less hard evidence) as to the precise form hypothetical future
discrimination would take, how it is feasible, what effect it would have on consumer decision-
making, what costs it would impose on interexchange carriers, or how it would reduce
competition and increase prices.

To accomplish discrimination, Bell South would have to circumvent the mechanization of
its technical and operations systems, including assignment and provisioning processes. It would
have to bypass the SONET capabilities used by many interexchange carriers to reconfigure
immediately their networks should a malfunction or service degradation occur. Gunter Aff.

19 40-42 (App. A a Tab 4). If technicaly possible at all, this would require substantial and visible

investments, participation by large numbers of employees, and the cooperation of hardware and
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software vendors who have no interest in favoring BellSouth’ s interLATA services operations, al
of which make such a strategy unthinkable. 1d. 140. Of course, there also would be no
guarantee that customers who are unhappy with their existing long distance carrier would switch
to BellSouth; targeted discrimination against, say, Sprint, would send many customersto AT& T

and MCI, giving BellSouth no benefit. Cf. United States v. Western Elec. Co., 993 F.2d 1572,

1579 (D.C. Cir. 1993) (noting that discrimination is unlikely where “customers could readily shift

to the BOC' s larger competitors’) cert. denied, Consumer Fed' n of Americav. United States, 510

U.S. 984 (1983).

Furthermore, BellSouth has been providing exchange access services to the long distance
industry for over adozen years. Interexchange carriers can and do directly monitor BellSouth’s
performance, making it “likely that an 1XC would detect any degradation in BellSouth’s access
service long before any customer could notice that degradation and attribute it to the IXC.”
Gilbert Aff. §146-47. BellSouth’s interconnection arrangements with all the major interexchange
carriers establish specific criteriafor service quality and procedures for the interexchange carrier
to monitor BellSouth’s performance. Gunter Aff. 41 28-32. In addition, BellSouth is required to
file various reports, of proven effectiveness, with the Commission. See Varner Aff. 1 212; Gilbert

Aff. 1488 And, BellSouth is subject to rigorous industry standards which “neither Bell South,

8 See s, e.g., Order, Revisions of ARMIS Quarterly Report, 11 FCC Red 22508, 22515, 1
20, 22 (1996) (reporting of, inter dia, information about trunk blockage, total switch downtime,
and consumer satisfaction); 1d. at 22515, 1 20 (reporting of installation and repair intervals); Non-
Accounting Safeguards Order; 11 FCC Rcd at 22020, ] 242, 22081, 1 368 (reporting of the
“service intervals in which the BOCs provide service to themselves or their affiliates’).
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nor RBOCS generally, nor anyone elseis able to affect or influence . . . without technical
justification and industry consensus.” Gunter Aff.  20; see Woroch Aff. {{ 30-31.

The Commission recently rejected additional reporting requirements because “ sufficient
mechanisms already exist within the 1996 Act both to deter anticompetitive behavior and to

facilitate the detection of potential violations of section 272 requirements.” Non-Accounting

Safeguards Order, 11 FCC Rcd at 22060-61, § 321. Indeed, the Commission explained that “the

reporting requirements required by the 1996 Act, those required under state law, and those that
may be incorporated into interconnection agreements negotiated in good faith between BOCs and
competing carriers will collectively minimize the potential for anticompetitive conduct by the
BOC and its interexchange operations. In addition to deterring potential anticompetitive
behavior, these information disclosures will aso facilitate detection of potentia violations of the
section 272 requirements.” 1d. at 22063-64, 1 327.

Suggestions that a Bell company might seek to slow-roll interexchange carriersin
developing and implementing new access arrangements are equally unfounded. The 1996 Act
provides that a Bell telephone operating company “may not discriminate between that company or
affiliate and any other entity in the provision or procurement of goods, services, facilities, and
information, or in the establishment of standards,” 47 U.S.C. § 272(c)(1); must fulfill “any
requests from an unaffiliated entity for telephone exchange service, and exchange access within a
period no longer than the period in which it provides such telephone exchange service and
exchange accessto itself or to its affiliates,” id. 8 272(e)(1); and may not provide facilities,

services, or information concerning exchange access to its long distance affiliate unless they are
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made available to other providers of interLATA service on the same terms and conditions, id.
8§ 272(e)(2), (4). See Gilbert Aff. 1 42-43; Woroch Aff. §58.

Regulators should have no trouble enforcing these requirements. The Commission has
explained that existing rules relating to enhanced services and customer premises equipment

currently protect against analogous discrimination. Non-Accounting Safeguards NPRM, 11 FCC

Rcd at 18915-16, 1 75. Moreover, access revenues account for one-quarter of BellSouth
Telecommunications' total operating revenues, 1996 Annual Report at 20. BellSouth thus has an
affirmative incentive to provide higher-quality or lower-cost access to interexchange carriers, so
asto increase demand for its exchange access services and avoid the loss of access revenues that
would result if interexchange carriers provided their own access services or obtained access
services from afacilities-based competitor to BellSouth. See Schmalensee Aff. 1 45; Woroch Aff.
11 77 (discussing access competition in Louisianad). All that will be required in the context of new

exchange access arrangements is an evolution of existing, routinized, and mutually advantageous

arrangements between interexchange carriers and Bell South, which leave no room or reason for
misconduct.

e Misuse of Confidential Information. Section 272(c)(1) prohibits a

Bell company from discriminating “in the provision or procurement of goods, services, facilities,
or information.” The Commission has interpreted “information” in section 272(c)(1) so that it

“includes, but is not limited to, CPNI and network disclosure information.” Non-Accounting

Safeguards Order, 11 FCC Rcd at 22010, 1 222. Accordingly, a Bell company must make such

information available to other interexchange carriers on the same terms and conditions as its own
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long distance affiliate. 1d.; see Woroch Aff. § 70 (citing Statement and agreement provisions
governing confidentiality).

The Commission has explained that its “ current network disclosure rules are sufficient to
meet the requirement of section 272(e)(2) that BOCs disclose any ‘information concerning . . .

exchange access' on a nondiscriminatory basis.” Non-Accounting Safeguards Order, 11 FCC Rcd

at 2206, 1 253. Commission regulations also have long governed, and will continue to regulate,
access to competitively useful information concerning particular customers. Seeid. at 22010,
222 (noting separate CPNI proceeding). Under the Commission’srules, for example, Bell
companies must disclose CPNI to unaffiliated enhanced service providers and CPE suppliers at
the customer's request; bar their own enhanced service sales personnel from accessing certain
CPNI without customer authorization; and notify multi-line business customers of their CPNI
rights each year.®

f. Penalties. Inlight of itsinability to engage in cost misallocation or
any form of discrimination, there ssimply would be no reason for BellSouth to risk the substantial
pendlties likely to follow such afruitless endeavor. If BellSouth were to violate any provision of
the Communications Act of 1934 it would be required to pay civil fines, 47 U.S.C. § 202(c), and
would be liable to injured parties for the amount of their injuries plus attorneys’ fees. 47 U.S.C.

88 206-207. In addition, section 220(e) of the Communications Act imposes crimina penalties

8. See Report and Order, Furnishing of Customer Premises Equipment by the Bell Operating
Companies and the Independent Telephone Companies, 2 FCC Red 143, 153 66 (1987), on
reconsideration, 3 FCC Rcd 22 (1987), pet’n for review denied, 1llinois Bell Telephone Co. v.
FCC, 883 F.2d 104 (D.C. Cir. 1989); Computer 111 Remand Proceedings. Bell Operating
Company Safeqguards, 6 FCC Red 7571, 7602-14, 111 68-95 (1991).
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for false entries in the books of a common carrier — a strong deterrent against purposeful
violations of the accounting requirements described above. Sections 501 through 504 provide
additional penalties — including imprisonment, fines, and forfeiture — for knowing violations of
any statutory or regulatory provision. Moreover, if the Commission determines that Bell South
“has ceased to meet any of the conditions required for” interLATA entry, it may revoke
interLATA authority under section 271(d)(6).%*

All of the Act’s and the Commission’ s specific statutory and regulatory protections are
backed up by federal and state antitrust laws. The weighty corporate and persona penalties
(including imprisonment) that may be levied against violators of the antitrust laws, combined with
the near impossibility of keeping systematic discrimination or cost-shifting secret, make it most
unlikely that Bell company managers would order unlawful practices.®®

Given its own decisions noting the strength of all these various statutory and regulatory
protections, the Commission could hardly find them inadequate to the task in this case.

Moreover, the Commission recently determined, in approving British Telecom’s proposed
acquisition of MCl, that regulations in the United Kingdom *ensure proper cost alocation, timely

and nondiscriminatory disclosure of network technical information, and protection of carrier and

8- The Commission has ruled that once a complainant makes a prima facie showing that a Bell
company has “ceased to meet the conditions of entry,” the burden shifts to the Bell company to
produce evidence of its compliance. Non-Accounting Safeguards Order, 11 FCC Rcd at 22072,
11345. Thisisacomplete answer to claims that discrimination and cross-subsidy, even though
detectable, might be hard for rival interexchange carriers to prove.

& See, e.0., 15 U.S.C.A. 88 1, 2 (Sherman Act); United States Sentencing Comm’ n, Guidelines
Manual § 2R1.1 (requiring prison sentences for a number of antitrust violations).
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consumer proprietary information against unauthorized disclosure,” and thereby “contro[l] BT's
market power” in the provision of access services. Memorandum Opinion and Order, Merger of

MCI Communications Corp. and British Telecommunications PLC, GN Docket No. 96-245, FCC

No. 97-302 at 1 203 n.288 (rel. Sept. 24, 1997). The U.K.’'s safeguards, however, are weaker
than those under the Act and this Commission’s regulations, seeid. ] 218-223, and do not even
include equal access, unbundling, or resale, id. 1 202. If the U.K.’sregulations and the potential
for future competition are sufficient to prevent harm from BT’ s vertical integration with MCl, see
id. 1 210, then the much stronger U.S. safeguards and the openness of Louisiana markets to
competitors under the checklist must be sufficient to address any analogous concerns raised in this
proceeding.

Actual Experience with LEC Participation in Adjacent Markets Disproves
Theories about Anticompetitive Potential

BellSouth’ s inability to raise prices or restrict output as an interexchange carrier in
Louisianais confirmed by over a decade of experience with LEC entry into markets adjacent to
the local exchange, including, in some instances, long distance service. As noted earlier, loca
exchange carriers have competed fairly and effectively where they have been permitted to offer

long distance. See supra at 76-78.%° One would not have expected such competitive benefits

% The same is true of BOC participation in the information services and CPE markets. See
Hausman Aff. §{ 33, 40. For instance, while the interexchange carriers have tried in various
proceedings to cast Bell South’ s introduction of its MemoryCall voice-messaging service as an
example of discriminatory conduct, that only shows how bare the record is of any wrongdoing. In
1991, the Georgia PSC did find that Bell South had used improper marketing practices and had
discriminated against competing enhanced service providers and ordered atemporary halt to
MemoryCall sales. Yet MCI and Sprint, among others, supported BellSouth’ s successful position
before the FCC that the PSC lacked jurisdiction to find a violation where BellSouth had acted in
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based on the self-serving predictions of potential competitors, which were of the sameilk asthe
arguments they will make in opposing this application.

The New Jersey Corridors. When NYNEX and Bell Atlantic sought permission to

operate as interexchange carriers in limited geographic corridors during the early 1980s, the

accordance with FCC rules. Memorandum Opinion and Order, Petition for Emergency Relief and
Declaratory Ruling Filed by the BellSouth Corporation, 7 FCC Red 1619 (1992). This
Commission later stated that it found the Georgia PSC’ s finding of improper practices
unpersuasive on the merits. Brief for Respondents, Californiav. FCC, No. 92-70083, at 59-61
(Sth Cir. filed July 14, 1993).

There likewise is no merit to contentions that Bell South Telecommunications, Inc.
(“BST”) has discriminated against unaffiliated payphone service providers with respect to
network access. This Commission has approved BST’s CEI plan, pursuant to which BST offers
independent payphone providers nondiscriminatory access to the regulated payphone services
used by its wholly-owned payphone affiliate, Bell South Public Communications, Inc. (“BSPC”).
See Order, BellSouth’s Corporation’s Offer of Comparably Efficient Interconnection to Payphone
Service Providers, 12 FCC Red 4318 (1997). BST has followed the terms of its CEl plan and will
continue to do so after section 271 relief is granted.

Equally meritless are recent claims before this Commission that BSPC has impermissibly
interfered with contracts between its payphone customers and interexchange carriers. Section
276 of the Communications Act and this Commission’ s payphone orders specifically authorize
BSPC to negotiate, select, and contract with interexchange carriers on behalf of its payphone
customers. BSPC has mailed materials to its payphone customers advising them of this fact.
Nowhere do these materials suggest that |ocation providers must reevaluate, let alone change,
existing contracts with interexchange carriers. To the contrary, BSPC expressly requires that any
such contracts be alowed to run their term unaffected. Nor is there any truth to the assertions
that BSPC discriminates against payphone subscribers who do not authorize BSPC to negotiate
with interexchange carriers on their behalf. BSPC currently imposes a $15 fee on a small minority
of its payphones that generate insufficient traffic to recover their costs. BSPC anticipates that,
when authorized to do so, it will be able to make up the revenue shortfall on these payphones by
negotiating with an interexchange carrier to carry the traffic from these payphones. But where the
location provider chooses to select an interexchange carrier itself, BSPC is unable to cover the
costs of the payphone. BSPC thus charges a monthly fee of $15 to location providers whose
phones do not cover their costs and who elect not to appoint, or are precluded by contract from
appointing, BSPC astheir agent. This chargeis entirely consistent with the letter and the spirit of
section 276 and with this Commission’ s payphone orders.
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district court credited suggestions that allowing such service would give “the Operating
Companies the same incentive to discriminate against new entrants that they had while part of the
integrated Bell [s]ystem,” and that it “may be tantamount to giving to the Operating Companies a

monopoly over certain interstate traffic.” United States v. Western Elec. Co., 569 F. Supp. 990,

1018 n.142, 1023 (D.D.C. 1983). Yet these (now merged) Bell companies do not dominate
corridor traffic. By AT& T’ s own count, Bell Atlantic has less than 20 percent of the corridor

business. AT&T Waiver Petitionat 3. AT&T and MCI have sought authority to lower their long

distance rates in the corridors while they raise them elsewhere, not because of any leveraging of
local “bottlenecks,” but rather because their prices are being undercut. See AT&T Waiver
Petition at 5; MCI Comments at 3. Disproving the predictions of potential competitors, Bell
Atlantic and NYNEX have benefitted consumers by lowering prices.

SNET in Connecticut. Similarly, all the evidence suggests that SNET’ s competitive

success in Connecticut is due to its lower prices, not to any anticompetitive behavior. See
Hausman Aff. 1 16, 22, 41. AT&T does not allege that SNET has gained market share through
anticompetitive conduct, but rather attributes SNET’ s success to lower prices. Id.; seeaso
Gilbert Aff. 153 (no complaints against SNET or Frontier Communications). Moreover,
competition between SNET and AT&T isvigorous, leading AT&T to ask for permission to
reduce prices along with SNET in order to preserve its market share. See supraat 76-77.
GTE/Sprint. GTE's ownership of Sprint proves the same point on alarger scale. See
Gilbert Aff. 151-52. Asthe fourth largest local exchange carrier and the incumbent carrier

across large geographic areas, GTE had the same theoretical incentives to impede interexchange
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competition as would a Bell company entering the long distance market today. See United States

v. Western Elec. Co., 993 F.2d at 1579 (explaining relevance of GTE experience). Indeed, when

seeking to place conditions on GTE's purchase of Sprint in 1984, the Department of Justice
argued that because GTE “provide[d] in the same market both local monopoly
telecommunications services and competitive long distance services, it” necessarily would have
“the incentive and ability to foreclose or to impede competition in the competitive (or potentially

competitive) market by discriminating in favor of its own long distance carrier.” United Statesv.

GTE Corp., 603 F. Supp. 730, 732 (D.D.C. 1984).

Y et after the acquisition was completed, Sprint never was able to accumulate
disproportionate market share in areas served by a GTE telephone company. The Department of
Justice found no pattern of discrimination by GTE in favor of Sprint, Gilbert Aff. {52, and even
AT&T and MCI have had to concede that GTE's monopoly power in the local exchange never
enabled it to “achieve market power” initsin-region interLATA market.®” Asfurther evidence of
itsinability to earn monopoly profitsin the long distance business, GTE sold Sprint in three
installments between 1986 and 1992. Gilbert Aff. 51. GTE recently entered long distance as a
new entrant — in the same way that BellSouth will enter — and has competed effectively with
AT&T not through any anticompetitive conduct but rather through residential pricesthat are 17.2

percent lower. Hausman Aff. § 23.

8. MCI’s Initial Comments to the Department of Justice Concerning the Motion to Vacate the
Judgment and NYNEX’s Request to Provide Interexchange Service in New Y ork State at 58,
United States v. Western Electric Co., No. 82-0192 (D.D.C., Dec. 9, 1994); see AT&T's
Opposition to the Four RBOCs Motion to Vacate the Decree at 159, United States v. Western
Electric Co., No. 82-0192 (D.D.C. Dec. 7, 1994).
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Cellular Services. Similarly, given that cellular carriers and interexchange carriers have

similar local interconnection requirements, Bell companies have had essentialy the same incentive
and ability to act anticompetitively against rival cellular carriers as they would have to act
anticompetitively against other interexchange carriersin in-region states. See Hausman Aff.
19 33, 40. Aswith interexchange services, moreover, predictions of future harm to the public
interest preceded Bell company participation in the cellular business. See, e.q., 825-845 MHZ
Inquiry, 86 F.C.C.2d at 469, 530-31, 540-43, 550-51, 643 (summarizing comments of Millicom,
Telocator, and the Department of Justice).

Y et, this theoretical incentive of wireline carriers to inhibit cellular growth has not created
any actual problems. The Commission has confirmed “the infrequency of interconnection

problems’ between local exchange carriers and unaffiliated cellular providers. Eligibility for the

Speciaized Mobile Radio Servs., 10 FCC Rcd 6280, 6293, § 22 (1995). Indeed, “the wireless

communications business is one in which relatively small, entrepreneurial competitors have often

been as successful as. . . the BOCs.” Applications of Craig O. McCaw and AT&T Co., 9 FCC

Rcd at 5861-62, 1 38.

The Bell companies, who would know if incumbent local telephone companies could give
their cellular affiliates an unfair competitive edge, have invested heavily in cellular systems that
compete with the incumbent LEC’s systems. BellSouth, for instance, competes against an
incumbent LEC’ s wireless effiliate in Hawaii, California, lllinois, and Indiana. Such investments
would never be made if Bell companies really believed that LECs can frustrate fair competition.

Even AT& T effectively has agreed that the Bell companies have no ability to overwhelm



BellSouth, November 6, 1997, Louisiana

competitors in wireless; it bought the nation’s largest cellular carrier and has invested billions
more for PCS licenses, investments that would not make sense if the incumbent LEC had a clear
edge.

E. The Effect of BellSouth’s Entry on Local Competition

Even if the Commission follows the policy suggested in its Michigan Order and focuses

primarily on local competition, it should find that approving Bell South’s application isin the
public interest. The expert agency on local telecommunications in Louisiana found that
“consumers in Louisiana, both local and long distance, would be well served by BellSouth’s entry

into the long distance market.” Compliance Order at 14 (emphasis added). The Louisana PSC’'s

conclusion is consistent with common sense, economic theory,® and the findings of other State
commissions. For example, the South Carolina PSC explained that allowing BellSouth into long
distance “will create real incentives for the major [interexchange carriers| to enter the local market
..., because they will no longer be able to pursue other opportunities secure in the knowledge
that [BellSouth] cannot invade their market until they build substantial local facilities.” South
Carolina Order a 67. The Oklahoma Corporation Commission similarly determined in connection
with section 271 relief that “once full long distance competition is opened up in Oklahoma, the

major competitive providers of local exchange service will take notice and adjust their respective

8. See Woroch Aff. 411 17-19, 79-86 (noting incentives of CLECS, absent BellSouth interLATA
entry, to “go slow” in Louisiana and to pursue markets that offer greater profit margins);
Hausman Aff. 9 (noting that, following BellSouth interLATA entry, interexchange carriers “and
other competitors will be required by competition to respond with competitive offerings’).
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business plans to move Oklahoma closer to the top of their schedules, resulting in faster and
broader local exchange competition for Oklahoma consumers.”#

Approving BellSouth’ s application, moreover, would provide the Big Three long distance
carriers with the ability to compete more effectively as CLECs. These carriers are temporarily
prohibited from bundling any wholesale services they obtain from BellSouth in Louisiana with
interLATA services. BellSouth's entry will release the interexchange carriers from this
prohibition, 47 U.S.C. § 271(e)(1), and produce the result Congress envisioned: enhanced
competition in both local and long distance markets. Conference Report at 1 (Act intended to
“ope[n] al telecommunications markets to competition”); see Gilbert Aff. ] 18-23 (noting
benefits to competition and consumers of bundled offerings); Hausman Aff. {7 (same).

The Act’s prohibition on bundling by the major carriers pending BellSouth’sinterLATA
entry isthe only barrier remaining to full local competition in Louisiana. “[A]ll procompetitive
entry strategies are available to new entrants” in the State® and the currently limited extent of
wireline, facilities-based local competition is due solely to the business decisions of competitors.
See Woroch Aff. 111 51-53 (discussing Louisiana PSC policies and absence of municipa entry
barriers). When BellSouth has opened its local markets through compliance with the checklist, it

issimply wrong for any party to suggest that there would be consumer benefits from further

8. Comments of the Oklahoma Corporation Commission at 11, Application by SBC
Communications Inc., Southwestern Bell Telephone Company, and Southwestern Bell
Communications Services, Inc. d/b/a Southwestern Bell Long Distance for Provision of In-
Region, InterL ATA Servicesin Oklahoma, CC Docket No. 97-121 (FCC filed May 1, 1997).

%. Michigan Order  387.
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delaying certain long distance competition in the name of possible local competition —
particularly where the Louisiana PSC has authoritatively found that local competition will increase
as aresult of approving this application.

The Louisiana PSC' s efforts to promote local competition in the State are extensive. In
addition to reviewing scores of interconnection agreements and applications for CLEC
certification, presiding over arbitrations, establishing cost-based ratesin its Pricing Order, and
reviewing BellSouth’s Statement and its eligibility for interLATA relief, the Louisiana PSC has
issued rules affirmatively to ensure that al CLECs — whether they proceed under the Statement’s
standard terms or tailored agreements — have access to the prerequisites for competition. See

Woroch Aff. Y 51, 53; Louisiana Local Competition Order.

The Affidavit of Gary Wright describes the varied backgrounds and business plans of
CLECs that have responded to the opportunities available in Louisiana. Eighteen CLECs have
already ordered services from Bell South for resale in Louisiana and CLECs are already serving a
substantial number of customers and access lines on this basis and over their own networks.
Wright Aff. §122; see dso id. Attach. WLCE-G. As of September 30, 1997, CLECs had
captured 3608 business lines and 3460 residential lines from BellSouth. 1d.

Whether or not they yet qualify as Track A providers, CAPS such as ACSI, American
MetroComm, KMC Telecom, and ITC DeltaCom, and cabl e television companies such as Cox,
have facilities that could be utilized to offer telephone exchange service and are likely to be a
source of facilities-based competition in a matter of months. Wright Aff. § 17-41, 49-63, 75-86.

ACSI, for example, has networks in New Orleans, Baton Rouge and Shreveport. Wright Aff.
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1 18. American MetroComm has a fiber optic network and a Nortel DM S Central Office switch
in New Orleans. Wright Aff. 132. KMC Telecom owns fiber optic networks in Baton Rouge
and Shreveport and has installed local exchange switching facilities in both cities. See Wright Aff.
138 & Attach. WLCE-C. ITC DetaCom provides exchange access over a series of fiber optic
routes in Louisiana and throughout most of BellSouth’s region. Wright Aff. § 75. Cox’s network
passes 428,000 homes and currently serves about 275,000 cable television subscribers. Wright
Aff. 152. The future facilities-based offerings of these traditional telecommunications carriers
will be complemented by the competitive entry of Shell, which is making the transition to afull-
scale CLEC with entry plans covering the entire State. Wright Aff. §47& Attach. WLCE-D.

When these competitors choose to provide local service on afacilities basis, they will be
able to compete for a substantial percentage of Bell South’ s L ouisiana revenues without even
extending their networks or resorting to resale. See Wright Aff.  125; see also Attach. WLCE-A
- WL CE-E (providing confidentia figures). About 30 percent of BellSouth’s L ouisiana revenues
are generated by customers connected to just 7 wire centers serving 2.0 percent of BellSouth’s
service area— the same area covered by the networks of potential facilities-based carriers.
Wright Aff. 125 & Attach. WLCE-A-WLCE-E. This geographic concentration of revenues
means that the threat of competition imposes significant competitive constraints on Bell South,
even though competition may not be widespread outside L ouisiana s urban centers.

BellSouth also faces a competitive threat from wireless providers. As described earlier,
these carriers price their services competitively with wireline services for some BellSouth wireline

customers, and they can offer the advantages of mobility and one-stop shopping aswell. See
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supraPart 1.C.3. Indeed, market factors in Louisiana such as long average loop lengths make
wireless an especially attractive local entry strategy in the State. Woroch Aff. 88. In that
regard, it is noteworthy that Cox, TCl and Comcast are equity partners in Sprint Spectrum’s PCS
venture in New Orleans, and that Sprint Spectrum has announced its intention to use the wireline
networks of its cable television partners to accelerate the deployment of its PCS network
infrastructure. Wright Aff. 158, 61. Other wireless carriersin Louisiana also are affiliated with
wireline providers, positioning them to integrate wireless and wireline services aswell. See
Wright Aff. 91 104, 117-118.

The only obstacles preventing CLECs from competing fiercely with BellSouth are the
CLECs incentives to pursue more profitable markets and to protect long distance profits by
keeping BellSouth out of interLATA services. Under the Act, the Commission ssimply may not
delay interLATA rdief until CLECs choose to confirm in the marketplace that they are viable,
long-term competitors. Nor would such delay be sound policy. “[T]he socia cost of such a
delay,” including foregone competition in the interLATA and local markets, “is prohibitive.”
Woroch Aff. 55. Asformer Chairman Hundt has put it, “[c]ompetition delayed is competition
denied.”*

CONCLUSION
L ouisiana consumers have been denied the benefits of competitive interLATA and local

telecommuni cations markets long enough. The Commission should end that situation, as

91 Separate Statement of Reed Hundt, Amendment of the Commission’s Rules Regarding
I nstallment Payment Financing for Personal Communications Services (PCS) Licenses, FCC 97-
342, WT Dkt 97-82, at 6 (rel. Oct. 16, 1997).
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recommended by the Louisiana PSC, by authorizing Bell South to provide in-region, interLATA

services under section 271. Because Bell South has satisfied al specific statutory prerequisites to

provide interexchange services in Louisiana and such service would promote the public interest,

the application should be granted.
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WASHINGTON, DC 20544

In the Matter of:

Application of BellSouth
Telecommunications, Inc. for
Provision of In-Region InterLATA
Servicesin Louisiana
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AFFIDAVIT OF GEORGE F. AGERTON

1. My name is George F. (“Trip”) Agerton. | am employed by BellSouth
Telecommunications, Inc. (“BST”). My business address is 675 West Peachtree Street, Atlanta,
Georgia 30375. | am the Assistant Vice President - Cross Segment Marketing. In this position, |
am responsible for, among other things, oversight of policy and procedure implementation for the
marketing organizations of BST that will ensure compliance with federal statutory obligations. |
have held numerous positions with BST in sales, marketing and staff operations. The purpose of
this affidavit isto address BST’ s plans to provide training to its employees regarding their
obligations under 47 U.S.C. Section 272 and applicable FCC regulations.

2. BST will develop a process to ensure compliance with Section 272 that is at |east
as comprehensive as the compliance program BST established regarding local competition and its
obligations under 47 U.S.C. Section 251 and applicable FCC regulations.

3. Beginning in the second half of 1996, Bell South undertook a comprehensive
training program designed to inform each of its employees of their obligations and responsibilities

under the Telecommunications Act of 1996 (the “Act”).



4, Pursuant to this effort, Bell South designated a representative from the Customer
Operations Units, one from the Public Relations Department, and one from the Legal Department
(the “Training Committee”). The Training Committee had responsibility for ensuring that training
was developed and provided to every BST employee.

5. The Training Committee determined that training should be tailored to the job
responsibilities of specific employee groups. Employees who did not have direct involvement
with Competitive Local Exchange Carriers (“CLECS’) or their customers received an overview of
the Act, focusing on its requirements that al competitors be treated in a non-discriminatory
manner. Attached hereto as GFA-1 isacopy of an employee publication entitled “ Telescope,”
dated February 5, 1997, which summarizes the requirements of the Act in thisregard. This
document was provided to every employee of BST. In addition, each BST employee received a
copy of each of two “Competitive Alerts,” addressing various competitive issues. Copies of the
Competitive Alerts are attached hereto as GFA-2 and GFA-3.

6. Each employee also received aletter from the officer responsible for hisor her
organization advising of the need to “follow the rules and regulations set forth in the Telecom
Act.” A copy of the form used by each of the officersis attached as GFA-4. The letter advised
that employees “must not discriminate in the service we provide between Bell South customers
and customers of our competitors or among any of the customers of our competitors. The letter
also instructed that no “Bell South employee say, write or otherwise do anything to disparage our
competition.” And, the letter warned that “once a competitor has won a customer, no BellSouth
employee can improperly come between the contractual relationship between those parties.”

7. For those employees who do have direct involvement with CLECs or their
customers, specific training, based upon each employee groups' job responsibilities, was
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developed. For example, one training program was created and provided to the employees who
work in BST’s Local Carrier Service Center (“LCSC”). A different training program was
developed for employees who have installation and repair responsibilities in the field and thus
have contact with customers of BST and CLECs. Y et another program was developed for
employees of BellSouth Business Systems, which is BellSouth’ s large business customer
operations unit.

8. Training manuals and other material were provided to those employees with direct
involvement or contact with CLECs or their customers. One example of the type of material
provided to these employees is the “ Charting the Course” materials prepared and used by
BellSouth Business Systems. A copy of this materia is attached hereto as GFA-5.

9. All managers with customer service responsibilities or who provide direct support
to customer-affecting operations are required to include in their annual performance plan a
commitment that addresses the need to treat CLEC customers and BST end users equitably and in
a competitively neutral manner.

10. Because of the importance placed by BellSouth on ensuring compliance with the
requirements of the Act, each employee with direct involvement with CLECs or their customers
was required to confirm that he or she was trained as to his or her obligations and responsibilities
with respect to CLECs under the Act. A copy of the confirmation form is attached hereto as
GFA-6. Moreover, each officer organization with employees with direct involvement with
CLECs and their customers was required to certify to the Training Committee that the employees
in his or her organization had received the training. Each such officer group affirmatively
responded that such training had been completed.

11. Prior to commencing in-region, interLATA operations in Louisiana, BST will
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distribute to its management employees copies of section 272 and FCC requirements and
regulations relating thereto. All employees with relevant responsibilities will be informed of these
requirements and future applicable modifications to the Act or FCC requirements. BST will
provide a summary of each of the relevant requirements, along with explanatory materials.

12. BST will provide additional training to al officers and managers who have
significant responsibility for implementing the requirements of the Telecommunications Act, and
applicable federal and state regulatory requirements, as such requirements pertain to BST's
provision of in-region interLATA servicesin Louisiana

13.  BST has established an “Ethics Hotline,” which is a toll-free number that
employees may use to report anonymously suspected violations of the law, including violations of
Section 272, and applicable federal and state regulatory requirements. The Ethics Hotlineis
described in BST’ s Personal Responsibility Handbook, which is distributed to all BST employees
when they commence employment with BST. A copy of the Personal Responsibility Handbook is
attached as GFA-7.

14.  The Personal Responsibility Handbook provides the following counsel: “Itisalso
important to remember what we can and cannot say to our customers about products and services

offered by various BST subsidiaries. Check with your supervisor or the L egal Department if you

have any questions.” (Emphasisin origina.)

15.  The Persona Responsibility Handbook also instructs employees that the FCC has
specific guidelines concerning how products and services are offered, and that employees should
check with supervisors in the event they have any questions. Finally, it instructs employees that
they may also contact the BST Legal Department for issues relating to competition,

environmental or other legal matters that they “may be concerned about.”
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16.  Suspected violations will be investigated. If corrective action is required, a plan for
corrective action will be formulated and implemented.

17.  Aswith theloca competition compliance program, BST will use various
compliance techniques, including presentations, both live and videotaped, and articles in company
newsletters to reinforce to all appropriate employees the need to comply with requirements of
Section 272 and applicable FCC regulations.

18.  Thisconcludes my affidavit.

| declare under penalty of perjury that the foregoing is true and correct.

Executed on September __, 1997.

George F. Agerton
Assistant Vice President-
Cross Segment Marketing

STATE OF GEORGIA
COUNTY OF FULTON

Subscribed and sworn to before me
this day of , 1997

Notary Public
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FEDERAL
COMMUNICATIONS
COMMISSION
Washington, D.C. 20554

In the Matter of

Application by Bell South Corporation
for Provision of In-Region, InterLATA
Services

CC Docket No.

AFFIDAVIT OF GUY L. COCHRAN, being duly sworn, deposes and says.

My nameis Guy L. Cochran. | am Senior Director-Finance at BellSouth
Telecommunications, Inc. (“BST”)

| am responsible for ensuring that the accounting policies and procedures
employed by Bell South comply with the accounting and cost allocation rules
prescribed by the Federal Communications Commission (“FCC”) and state
regulators.

| received a Bachelor of Science degree (Accounting) from the University of
Alabama at Birmingham in 1972. | am a Certified Public Accountant (CPA)
licensed in the state of Georgia, and am a member of the American Institute of
CPAs and the Georgia Society of CPAs. | am also a Certified Management
Accountant (CMA) as administered by the Institute of Management
Accountants, of which | am amember. | have been employed by BellSouth
(formerly South Central Bell) and its parent company Bell South Corporation
for 29 years, the last 25 years in various accounting assignments.

The purpose of my affidavit is to demonstrate that BST will comply with relevant
requirements of section 272 of the Communications Act of 1996 (“Act”), and
the rules promulgated by the FCC relating thereto, following BellSouth



Corporation’s receipt of in-region, interLATA authority. The affidavit of Vic
Jarvis demonstrates the compliance of BellSouth Long Distance, Inc.
(“BSLD") with sections 272(a), (b), and (g) of the Act and the FCC's
implementing rules. No BellSouth affiliate is currently engaged in
manufacturing activities; origination of in-region interLATA services, other
than incidental services, or provision of interLATA information services.
Nevertheless, my comments will demonstrate that Bell South has prepared to
comply with the requirements of section 272 once it is authorized to engage in
such activities.

My affidavit is divided into four parts which correspond to provisions of the Act:
The separate affiliate requirement (section 272(a)); structural and transactional
requirements (section 272(b)); rule compliance requirements (section 272(c));
and audit requirements (section 272(d)). Additionaly, afifth sectionis
included which discusses the methodology and factual evidence the Louisiana
PSC (LPSC) used to determine the 20.72% discount rate.

BST COMPLIESWITH THE SEPARATE AFFILIATE REQUIREMENT

OF SECTION 272(a)

6. BST isa“Bell operating company” (“BOC”) within the meaning of the Act. 47
U.S.C. 8153(4). BST has not, and will not itself provide in-region interLATA
services originating within the Bell South nine state region or which are treated
as originating within the Bell South nine state region under section 271(j) of the
Act, for so long as the structural separation obligations of section 272 apply to
this activity. BST also has not and will not itself engage in manufacturing
activities for which structural separation is required under section 272(a)(2),
for so long as the structural separation obligation of section 272 apply to this
activity.

7. BST owns no stock of BSLD; correspondingly, BSLD owns no stock of BST.



BST COMPLIESWITH THE STRUCTURAL AND TRANSACTIONAL
REQUIREMENTS OF SECTION 272(b)

8. Section 272(b) provides that the required separate affiliate “shall operate

10.

11.

12.

independently from the Bell operating company.” The FCC has concluded that
section 272(b)(1) “imposes requirements beyond those listed in sections
272(b)(2)-(5).” Implementation of the Non-Accounting Safeguards of
Sections 271 and 272 of the Communications Act of 1934, as amended 158,
CC Docket 96-149, released December 24, 1996 (“Non-Accounting
Safeguards Order”). Although section 272 does not yet apply to BST's
dealings with BSLD, those dealings aready meet both the Act’s and the

Commission’s operational independence requirements.
Under the Commission’s rules, a BOC and its section 272 affiliate must not
jointly own switching or transmission facilities or the land or the buildings

where those facilities are located. Non-Accounting Safeguards Order 7158.

BSLD and BST has not and will not jointly own telecommunications
transmission and switching facilities or the land and buildings on which such
facilities are located, for so long as this restriction applies. The affidavit of
Alphonso Varner discusses the use of personnel for installation and

mai ntenance.

BST has not transferred to any affiliate any network facilities that are required
to be unbundled pursuant to 251(c)(3). Accordingly, BST has not transferred
facilities to any affiliate which would make that affiliate a successor or assign
of BST under section 272(b)(5).

Section 272(b)(2) requires aBOC and its section 272 affiliate to maintain
separate books, records, and accounts. BST has complied and will continue to
comply with these requirements, for so long as the obligation attaches.

BST maintains books, records, and accounts that are separate from the books,
records, and accounts maintained by BSLD, and will continue to do so for so

long as the duty applies.



13.

14.

15.

16.

17.

18.

BST follows Generally Accepted Accounting Principles (GAAP) and
alternative regulatory accounting rules (such as affiliate transaction rules), as
required by the Commission. Implementation of the Accounting Safeqguards of
Section 271 and 272 of the Communications Act of 1934 as amended 170,
CC Docket No. 96-150, released December 24, 1996 (* Accounting Safeguards
Order”).

BST’ s original books, records, and accounts are compiled in accordance with

Part 32, Uniform System of Accounts for Telecommunications Companies, and

Part 64, Subpart |, Allocation of Cost as required by the Commission. Various

annua reports are publicly filed via the Commission’s Automatic Reporting
and Management Information Systems (ARMIS). The opinion of Coopers &
Lybrand, independent accountants, accompanies the annual ARMIS Joint Cost
Report.

BST makes the necessary adjustments to the original books of account to bring
the books that have been prepared in accordance with regulatory requirements,
into compliance with GAAP and files its external financia statementsin
accordance with GAAP. These financia statements along with the opinion of
Coopers & Lybrand are included in BST’sform 10-K filed annually with the
Securities and Exchange Commission.

Section 272(b)(3) requires aBOC and a section 272 affiliate to maintain
separate officers, directors, and employees. BST and BSLD satisfy this
requirement. BST’ s Board of Directors are C. S. Boren, J. A. Drummond, E.
R. King, C. B. Coe, and R. M. Flynt, Jr. None of these personsis an officer or
director of BSLD and as long as this restriction applies no person will be an
officer or director of BSLD so long as they are an officer or director of BST.
None of BST’ s employeesis currently, or will be while the restriction applies,
simultaneoudly an officer, director, or employee of BSLD. BST and BSLD
maintain separate payrolls and will continue to do so as required under section
272.

Section 272(b)(4) prohibits BSLD from providing its creditors with recourse



19.

to BST’ s assets. BST has not made and will not make available to any creditor
of BSLD recourse to the assets of BST nor will BST co-sign a contract or any
other arrangement with BSLD which would permit a creditor to obtain
recourse to BST’ s assets in the event of a default by BSLD.

Section 272(b)(5) requires that a section 272 affiliate’ s transactions with a
BOC be conducted on an arms-length basis, reduced to writing, and subject to
public inspection. BST will comply with this requirement, insofar as it applies
to BST.

[11. BST Complieswith the Commission Rules of Section 272(c)

20.

21.

Section 272(c)(1) is addressed in the affidavit of Alphonso Varner. Section
272(c)(2) requires aBOC to account for the transactions with its section 272
affiliates in accordance with the Commission rules. BST accounts for all
transactions between BSLD and BST in accordance with all applicable
requirements of Part 64.902 and 32.27 of the Commission’ s accounting rules.
The FCC modified the affiliate transaction rules in its Accounting Safeguards
Order which was effective August 12, 1997. As described below, BST offers
or plans to offer the following types of servicesto BSLD: (1)
Telecommunications & Related Services, (2) Billing and Collection, (3) Fraud

Management, (4) Trouble Reporting & Referral, (5) Sales Agency (joint
marketing), and (6) Administrative Services. Inits May 15, 1997, Cost
Allocation Manual filing, BellSouth disclosed these services as
“telecommunications services, joint marketing, and post sales activities.” Post
Sales activities will be further delineated and administrative services will be
added as a separate category of servicein BST’ s next CAM filing as these
activities have now been defined and contractual negotiations are closer to
completion.

As each of these servicesis defined and planned, subject matter experts from
legal, regulatory, and accounting participate on the teams, providing the

consultation to ensure that: (1) the team members have a common



22.

23.

24,

understanding of the requirements of the law and the applicable orders, (2) the
substance of the transactions are accurately described and defined in writing as
required, and (3) the services to be provided are properly accounted for as
nonregulated services and/or affiliate transactions (Parts 32 & 64).

BST’ s system of internal accounting controls and existing accounting policies
and procedures have been proven effective over the years for ensuring
compliance. As referenced above, these controls and policies are subject to
annual audits. Revisions to these policies and procedures will ensure that BST
will continue to comply with all affiliate transaction rules changes in the
Accounting Safeguards Order.

All transactions between BST and BSLD have been and will be conducted on

an arms length basis, they will be reduced to writing and will be made available
for public inspection, for so long asis required.

Nondiscriminatory Services: BST will provide certain telecommunications

related services (co-location), billing and collections, trouble reporting &
referral, and fraud management services to BSLD upon grant of section 271
authority. BST currently provides telecommunications services and limited
administrative servicesto BSLD. A brief description of the services that are or
will be provided is as follows:

Billing & Collection: This category includes in-region billing and collection

services much like those currently provided to interexchange carriers.
Included are functions such as: message processing, processing and
rendering of customer bills, and end-user account management (inquiry
service, post-billing adjustments, bill information and assistance).

Trouble Reporting & Referral: BST will receive reports related to customer

trouble respecting the use of interexchange carrier services which will
include such functions as. screening of trouble calls to determine nature of
trouble, verifying that trouble reports forwarded to the interexchange
carrier are in fact related to that interexchange carrier, and electronically

transferring trouble information to interexchange carriers.



Fraud Management: This category includes functions such as fraud detection,

investigation, correction and tracking service.
Telecommunications & Related Services. This category includeslocal

exchange services and other services, such as co-location, intraLATA toll
resale, daily usage file, interoffice testing, and end-to-end testing.
Administrative Services: Currently, BST provides BSLD mail servicein the

“Perimeter Center” area of Atlanta, Georgia.

25. Joint Marketing Services: All transactions involving joint marketing of

services provided by BST to BSLD, or vice versa, will be provided pursuant to
arms-length agreements, reduced to writing, available for public inspection,
and accounted for in accordance with the requirements adopted in the

Accounting Safeguards Order. Services provided pursuant to the Joint

Marketing provisions of section 272(g) include the following: development
and creation of packages of local and long distance services offered on an
integrated basis, sales of BSLD services through direct sales forces and/or
telemarketing sales representatives, provision of customer care functions such
as product and service descriptions and operations, promotional pricing plans,
and rate information.

26. BellSouth has no obligation to make written disclosure of transactons between
BST and BSLD in any form until such time as BST is granted in-region,
interLATA authority. Nevertheless, written disclosure of expired, current, and
anticipated transactions is available for public inspection at BellSouth Center,
675 West Peachtree Street, NE, Atlanta, Georgia. | have reviewed the detailed
list of servicesincluded in the affidavit of Vic Jarvis and concur with this
listing. Thislistsincludes services provided to BSLD during 1996, as well as
1997. BSLD will post all services provided by BST on their Internet
homepage. Accordingly, Vic Jarvis s affidavit contains a description of that

homepage, and the services posting and update procedures.

IV. BSTWILL COMPLY WITH THE BIENNIAL AUDIT REQUIREMENT
OF SECTION 272(d)



27.

28.

29.

30.

Pursuant to section 272(d)(1), BST will obtain and pay for ajoint
Federal/State biennial audit conducted by an independent auditor to verify
compliance with the requirements of section 272 and the Commission
regulations promulgated thereunder, including the separate accounting
requirements under section 272(b). The independent auditor will be selected in
accordance with the Commission’ s requirements specified in the Accounting

Safequards Order and section 53.211, Audit Planning of the Commission’s

rules, and comply with the procedures described in section 53.211 of the
Commission’srules. BST’s letter of engagement with the independent auditor
will require the engagement be performed consistent with al applicable
regulatory requirements, including the specific requirements described in
section 53.209(b) of the Commission’s rules and the engagement plan
negotiated with and approved by the joint state/federa audit team.

Pursuant to section 272(d)(2) of the Act, BST will require the independent
auditor to submit the results of the audit to the Commission and the applicable
Public Service Commissions (PSCs) in accordance with the requirements of
Section 53.213 of the Commission’srules.

Asrequired by section 272(d)(3), BST and its affiliates, including BSLD and
BellSouth Corporation, will provide the independent auditor, the Commission,
and the state commissions with access to financial records and accounts, as
well as other documentation, necessary to verify compliance with section 272
and the regulations promulgated thereunder, including the separate accounting
requirements under section 272(b).

BST will require the independent auditor to provide the Commission and the
PSCs with access to working papers and supporting materials relating to this

engagemen.



V. THE METHODOLOGY USED TO DETERMINE THE 20.72%

DISCOUNT RATE.

31. In Louisiana BST filed two studiesregarding determination of the wholesale
discount: a11.72% residence and 10.01% business avoided cost study and a
14.6% avoidable cost study using the FCC' s avoidable cost methodology. The
LPSC hired a consultant to analyze the BST study and/or perform his own
study. The LPSC consultant performed what he characterized as an “avoided’
cost study. However, his methodology was identical to the methodol ogy
described by the FCC in CC Docket 95-185 (Interconnection Order). The
BST FCC methodology yeilding a discount of 14.6% and the LPSC study
yeilding adiscount of 20.72% are detailed on Exhibit A.

This concludes my affidavit

GUY L. COCHRAN

Subscribed and sworn before me on this day of October, 1997.

NOTARY PUBLIC



Affidavit of Richard J. Gilbert

INTRODUCTION
| am Professor of Economicsand Adjunct Professor of BusnessAdminidrationa theUniversty of Cdifornia

a Beakdey, soeadizinginindudtrid organizationandregulation, andaPrindpd & theLaw & EconomicsConaulting
Group. From 1993 until 1995, | wasthe Deputy Assgant Attormey Generd for Economicsinthe Antitrust Divisonof
theU. S Department of Justice, thehighest-ranking economicspogtioninthe Antitrugt Divison. Inthiscapeaty, | was
invalvedinthe Department’ scompetitiveandyssof AT& T spraposad acquistion of McCawv Cdluar Communications
BT spropossd equity invesmentinMCl, Deutsche Tdekomand France Tdecom spraposad ety investmeant in Sanin,
and other mattersinvolving competitioninthetd ecommunicationsindudry. | wasinvitedtotestify beforetheFederd

Trade Commission on antitrust policy in high technology and other markets.

| have been an A ssociate Editor of The Journal of Economic Theory, TheJournal of Industrial
Economics, and TheReviewof Industrial Organization. From 1994t0 1995, | wasPresident of thelndustria
Organization Society. From 1994 until 1996, | wasvice-char of the American Bar Association’ santitrust section
committeeoneconomics | havelecturedwiddy onindudtria orgenizationtheory and palicy, and | havetestified before
U.S courtsaf law, regulatory commissions and Congressoneconomic palicy issues | recaived Bachdorsand Magers
DegressinHedtricd Enginearing from Comell University in 1966 and 1967, repectivey. | recavedaMadersDeyree
inEconomicsfrom Sanford University in 1975, andaPh.D. in Enginearing-Economic Sysemsfrom Sanford University

in 1976.

| havebean asked by counsd for Bdl Southto evduatewhether theentry of Bdl Southintotheprovisonof long
digancetd ecommunicationssarvicesinits"home' regionisinthepublicinterest. Thefocusof my evauationison
whether Bdl South’ sentry intolong distance promotestheeconomicwdfareof consumers with particular focuson
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competition in the provision of bundled services or "one-stop shopping” options for consumers.

SUMMARY OF AFFIDAVIT

Theentry of BdlSouthintolong disancesarvicemay afect consumer wdfarethroughthepricesor cogtsof
telecommunicationssarvices(locd, long distance, or other services) or through therangeof servicesavailableto
consumers, including offeringscomprised of bundlesof td ecommunicationssarvices. Inthisaffidavit, | andyze
BdISouth’ sentry intotheprovison of long digancesarvicesinitsregion by focusng ontheresulting expansonof the
telecommuni cationschoicesavailableto consumers. | addresstheeffectsof thisentry onthepromationof the
devd ogpment andintrodudtion of new sarvicesand onthedffering of "one-gtgp shapping” optionsfor tdecommunications
savices Consumersgppear to desreone-sop shopping optionsfor tdecommunicationssarvices. Such offeringsare

pro-competitive and beneficial to consumer welfare where competitors strive to provide the most desirable "

| dsobriefly show thet therisk thet Bell South could exploit itspositioninlocal exchangesarvicetoharm
competitionininterLATA sarviceisnat Sgnificant. Althoughnot theprindpe focusof my efidavit, | dsoreviewthe
interconnection rules, unbundling rules and ather restrictionsunder the TdecommunicationsAct of 1996 (the™ 1996
Ad"), asswdl asthemonitaring of Bdl South’ ssarvicesby interLATA providers Theseind catethet theanticompditive
practiceswhich BdlSouth could dllegedly adopt (according to apponentsof itseffort toprovideinte L ATA savice) either
arenot feasble, or areeasy to detect, imposing cons derablefinancid and regul atory risk on Bdll South. Rather,
BdISouth’ sentry intolong digtanceislikdy to beprocompetitiveandto bring subdantia benefits apredictionwhich
isconfirmed by other indancesof verticd integration betweenlocd exchangeand longdisanceproviders. | therefore

condudethet Bdl South’ sentry intotheprovison of in-regionlong digancesarvicewill promateconsumer welfareand
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isin the public interest.

THEENTRY OF BELLSOUTH INTO LONG DISTANCE SERVICEWILL EXPAND THE
TELECOMMUNICATIONSCHOICESAVAILABLETOCONSUMERSBY PROMOTING
THE INTRODUCTION OF NEW SERVICES AND BY PROVIDING A "ONE-STOP
SHOPPING" SOLUTION FOR THESE SERVICES.

BdlSouth' sentry intothelong ditancemarket will enddleit to offer " one-gtop shopping'* for locd andlong
digancetdecommunicationssavicestoconsuma's Thiswill bendfit consumershby providing convenient acesstothese
savices Make aurveysindicatethat consumersdesiretheconvenience of purchasaing multipletd ecommunications
savicesfromoneprovider. Consumerswill dso benfit fromthemarketing of anincressed variety of saviceofferings

as aresult of one-stop shopping.

Other td ecommunicationsprovidersmay aso provide" one-stop’ or bundled servicesto consumers. The
interconnection regulationsof 88251 and 252 of the1996 Act dlow competing companiesto offer one-sop shopping
packagesto consumers, aether asresdlersof BdlSouth' slocd sarviceor asfadilities-basad | ocd exchangesarvice
providers® Bothindividua productsand packeagesaf productswill beofferedinthemarketplace. ThefirmsBdlSouth
hopesto competeagang haveannounced plansto bund emuitipletd scommunicationssarvicesand somearedready

doing 0. BdlSouthwill bea acompetitivedisadvantageif itisunableto matchthese offerswith bundlesof itsown. In

! Section 271(e) of the 1996 Act restricts the major interexchange carriers from bundling long distance with resold Bell (

Company ("BOC") services; however, these companies can resell unbundled local service elements provided by BOCs as pal
service packages. Thisrestriction expires either when the BOC is authorized to provide in-region long distance service or wl
have passed since the enactment of the 1996 Act, whichever comesfirst.
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pearticular, thefirmsthat may beBdl South’ sprimary competitorsinlongdigance AT& T, MCl, and Sarint- dl market
bundled productsand areplanning to market additiond packagesof td ecommunicationssarvicesthatindudelocd
exchange service. For example, according to AT& T CEO Robert Allen:
"[W]€reextendng fromthelong-digancebusnessintowhat might best becdled‘ anytime anywhere,
any digance busness That meenscombininglong-disganceandlocd, voice anddata We Il save
up whatever servicesthecustomer needs. Not asstand-alone services, but with complete
interoperatility, andbacked upby asmart networkY we Il differentiateoursavesnot onprice, buton
servicefeatures, gpplicationsand val uethat enrich peopl € slivesand makebus nessesmore

successful."?

Inorder toprepareto offer packagesof savicesinthetd ecommunicationsmarketplacedf thefuture, compenies
uchasinterexchangecarmas('1XCs'), compeitiveaccessproviders("CAPS'), locd exchangecarrias('LECS'), cadle
companies andinformationsarviceprovidarshaverecently beninvolvedinawavedf mergarsandjoint vantures These
enablethefirmsinvolvedto provideintegrated packagesincorporating awiderange of td ecommunicationsand
entertainment services. Accordingto AT& T CEO Robeart Allen, AT& T intendsto " convert today’ s$25-amonth
customersof long-digance phonesaviceinto big-gpending consumersof AT& T’ shunded sarvices indudingwirdess
communications, direct satdlite TV, Intemet access, and bothlocal andlong-digtancetdecommunications™® Smilaty,

Suint CEOWilliam Esrey hesqated thet Sarint will " beatd ecommunicationsprovider of different hylorid services with

2 AT&T CEO Robert Allen’s speech in "Leading the Transformation: AT& T and the Emerging Communications Industry,” <
Strategic Decisions Conference, New Y ork, June 5, 1997.

3 "Telecom -- AT&T Calling,” Information Week, March 31, 1997, p. 36.
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oneplacetocdl [for sarvices andonehill. Y ouwon't evenrecognizethem asseparatelocd,, long disanceor wirdess

services."*

Toathieveitsemarging rategy of offeringintegrated packagesof communicationssarvices AT& T hesmede
aoouistionsinwirdessandbroedcag savices AT& T aoquiredMcCaw Cdlular, o AT& T Wirdess in1994. AT& T
Wirdessisnow thelargest wird essprovider inthecountry, with anear nation-widefoatprint. Withitsinvestmentsof
$2.1hillioninwirdesslicensesover thelast twoyears AT& T’ swirdessnetwork will cover 93 percent of theU.S,
populaion.® Recently, AT& T dso announceditsintentionsto enter thelocl market usingwirdesstechnology andits
broadband persona communicationssarvices("PCS') licenses. Wirdesslocd loopswill fadilitateentry intonew
markets® "Whileeveryonethought [AT& T wag) going to usetheselicensesfor mobile-phonesavices [AT& T wag
getting them for thefixed-wird esslocal-phonesystemaswell asmobilesarvices"” AT& T "hopesthat customerswill
beentiosd by uncompliceted pricing plansand theesseof combininglocd, long-digtance, andother AT& T offeringssuch
aswirdlessand onlineservices, ontoonemonthly bill."® Continuing thisstrategy, AT& T recently launchedits

"PocketNet" smart-phoneservice, which combineswird esstd ephony withe-mail, Internet access, and apersond

4 "Sprint Shoots to Go From Glaobal to Galactic,” Communications Week, September 16, 1996.

° Keller, John, "AT& T Unveils New Wireless System Linking Home Phones to Its Network," The Wall Street Journal, F
26, 1997, p. B4.

8 "AT&T Aimsfor Local Business Customers with New Services,” Local Competition Report, February 3, 1997, p. 1.

" Qupra note .

8 Qupra note .
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organizer in one device.’

Inpursuit of itshidto offer "' one-stop shopping,” M Cl hasforged dlianceswith Microsoft, Westinghouse,
PointCagt, Inc., PagelNet, and Sky Td to offer integrated packagescombining sarvicessuch aslong digancecdling,
adlular, Internet accessand sarvices homesecurity, peging sarvice, apersond 800 number, andacdlingcard, dl onthe
samehill.® Thesesavicesarebrought together with onenumber routinginthe"MCl One' communicationspackage,
whichdlowscugomerstotailor ther peckagetofit thar individua communicationsneads, dl under onehilll, fromone
compary, withonenumber™ MCl isasomarketingits"netwarkMCl One' asthefirgt integrated communicationsbrand
for busnessesY [that offerg afully integrated packageof servicesfeaturinglocd, long distance, internationd, deta,
oconferending, paging, Internet, odlular, network management and more, “meking it the"total solutionfor business

communications"®* MCl dsoformed M Clmetro, awhally owned subsidiary, to offer local phonesarvicesinmgjor

9 "AT&T PocketNet Service, " <http://www.attws.com/nohost/data/pocketnet/>, downloaded September 2, 1997.

10 Louise Kehoe, "Microsoft Forges Network Alliance," Financial Times, April 10, 1996, p. 25; and "MCI Taps Industry *
Stars' to support MCIOne," PR Newswire, April 29, 1996.

n <http://www.mci.com/aboutus/products/mcione/textyou.shtml>, downloaded August 25, 1997.

2 <http://www.mci.com/aboutus/company/news/digi presskits/corp_milestones.shtml>, downloaded September 2, 1997.

3 Under networkMCI One, business customers can integrate over 20 telecommunications services and reap larger volume
combining cellular usage with their communications expenses.

<http://www.mci.com/aboutus/products/gl ossary/business/networkmci.shtml> and
<http://www.mci.com/aboutus/company/news/digi presskits/wirel ss.shtml>, downloaded August 25, 1997.
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metropolitan markets™ MCl hasastrategicaliancewith BT, which now holdsa20 percent stakein M Cl and hes
reodved Department of Justioeand FCC desranceto buy thewhdecompeny.™ Thecombinationof BT andMCl, tobe
renamed Concart after completion of theaoguistion, hes arafted asivegping Srategyy for offering corporaionsone-op
shopping for communicationssarvicesaround theglobe™ MCI’ sMay 1995 acoisition of NetionwideCedllular, the
nation' slargest cllular resdller,” hasenebled M Cl toexpand theavalability of itscellular packages whichindudelocd,
long distance, and other integrated sarvices™ Furthermore, through agresmentswith NextWave Telecom, thelargest
bidder inthe PCSC-Block auctions, MCl will purchaseupto 10 hillionminutesof PCSairtimeand market it under its
oanbrandneamedongwithitsather saviceofferings™ MCI hesasodlieditsalf with Microsoft and Digital tooffer its

own local- and wide-area network services bundled with Microsoft BackOffice and Digital hardware and syj

¥ Qupranote.

> MCI and BT announced a proposed merger on Nov. 3, 1996, which would consolidate BT’ s existing 20% ownership of

was recently approved by the Department of Justice and the FCC. "DOJ Sets The Rules For BT/MCI Merger," Telecom A.M
1997; and "FCC Approves MCI/British Telecom Merger,” FCC News, August 21, 1997, Report No. IN 97-25.

6 Julia Flynn and Catherine Yang, "Still Full of Knots," Business Week, September 8, 1997, p. 48.

7 <http://www.mci.com/aboutus/company/news/digi presskits/wirel ss.shtml> and

<http://www.mci.com/aboutus/company/news/digipresskits/corp_milestones.shtml>downloaded September 18, 1997.

8 MCI currently offers cellular services to more than 40 local markets with plans to add nearly 25 more in 1997.

<http://www.mci.com/mcisearch/aboutus/company/news/digi presskits/wirel ess.shtml>, downloaded August 25, 1997. "MCI
Breadth of Cellular Coverage,” I1AC Industry Express, July 29, 1996, vol. 14, no. 16; "MCI Adds Local Cellular Servicesin /
Detroit and Greater Michigan,” Business Wire, June 26, 1996.

¥ Lawrence M. Fisher, "MCI Joins NextWave in Wireless Communications Venture," The New York Times, August 27, 1

2 "Microsoft Forges Network Alliance," supra note ; and "MCI Moves for Microsoft Communications,” |AC Industry Ex|

June 3, 1996, p. 18.
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Providing bundled serviceofferingsd so seemstobeacentra tenet of Sprint’ sstrategy. Wayne Peterson,

President of Sprint’s National Integrated Services Division, recently claimed that:

to

"Sorintispogtionedidedly tobeanationd provider of seamless, integrated td ecommunications
savicestobusnessesand consumesY Srategicaly, Sarint hestheassts infrasrudureand expatise
toexpanditslocd presencethroughitsexigingloca and nationd networks theresdleof sarviceof an

incumbent provider and through the nationwide wireless network of Sprint Spectrum."#

Suint hesformed the Sarint TdecommunicationsVenturewith TCl, Comeegt, and Cox Communications Inc,,

" crestean unprecedented communicationsaterndtive, packaging locd tdephone, long digance and
persond communicationswith cableservicesintoasngleofferingfor consumersandbusnessss...
Comumarscanlook fawardtothewidest posshlearay of communicationsand etatanment savices
ddiveredwith unsurpassed qudity and with dl theassurancesand conveniencesof asrong nationd

brand."#

Sorint plansto offer thefull rangeof "'long distance, wird ess, Internet andlocd products' garting January,

"Sprint Continues Its Move Toward Packaged Communications Services On A National Scale,” Oct. 1, 1996,

<http://www.sprint.com/sprint/press/rel ease/9610/9610010300.html>, downloaded August 26, 1997.

Notice of Ex Parte Communications By Sprint in R.95-04-043/1.95-04-044, June 5, 1995.
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19982 Asof May 1, 1996, Sarint'slocal telgphoneoperationsadopted the Sorint name. Sprint announced that Sprint
Fpectrumisinvesingan esimated $10hilliontobuildwird essPCSnetworksto servemarketswith atota populaion
of 190million Thissarviceiscurrently availablein 59 dtiesacrossthecourtry.® In August of 1996, Sprint entered
thelnternet market by introducing " Sorint I nternet Passport”* thet will eventudly becomeavailableinover 300U.S,
metropolitandities® Today, Surintistheworld slargest carier of Intemet traffic Aswasexplainedby Darell Kdley,
president of Sprint'slocal Florida operations,

"Inacompetitivecommunicationsenvironment, it'simportant thet our cusomersknow ther locd

tdephonesaviceprovider ispart of thesamecompany thet can connedt themwiththeworld seamlesdy

over Sprint's networks."®

Sarintisaotaking gepsto becomeapremier globd full-serviceprovider of integrated communicationshby

#  "gprint Local Companies To Sell Full Range of Sprint Local, Long Distance, Wireless Services," July 17, 1997,
<http://www.sprint.com/sprint/ir/press/rel eases/9707/9707170063.html>, downloaded August 26, 1997.

2 Cunningham, Brent, "Corporate Profile; Sprint bets big on wireless technology; $10 billion network to provide digital <

markets by year’s end," Telecom World, February 3, 1997, p. 30.

25

<http://www.sprint.com/pcs/area.html>, downloaded August 25, 1997.

% "gprint Introduces Internet Service," August 21, 1996, <http://www.cmtcanada.com/CyberNetProviders/aug21_sprint.h
downloaded August 25, 1997.

2 Qupranote.

% "gprint Launches Familiar Weapon in Telecom Brand Battle; Unveils New Image Campaign for Local Division: 'Here'"

Easier,” Business Wire, May 2, 1996.
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formingsrategicaliances. Foremos amongst thesedliancesis Sorint’ sGlobd Onejoint-venturewithitspartners
Deutsche Tdekomand French Teecom® whose purposeisto ' srvecustomerswith aseamlessplatform of products
andsavicesonaglobd bessY moving rapidy toward Sngle-sourcesarvicefor consumers busnessesand ather tdecom

carriers."®

WorldCom, Inc., currently thefourthlargest long disance provider, isd o pursuing adrategy of vertical
integration. Inthelast year WorldComtrandformed itsdf toan one-stopfull-serviceprovider by acquiringtwolarge
competitiveloca exchangecarriers(CLECS), MFSand BrooksFiber,* aswdl asacauiringthenetwork-sarvicesunits
of CompuServeand AmericaOnline. WorldCom hasal so recently proposed toacquireM Cl.# If gpproved by

shareholdersand regulators thistransactionwould bring WorldComdosar tobaing " thefirs mgor phonecompanyY

#*  France Telecom and Deutsche Telekom together own 20% of Sprint voting stock as a result of the completion of the sp

Sprint’s cellular business. Sprint 1996 Annual Report, p. 3.

% 1996 Sprint Annual Report, p. 15.

31

MFS was acquired on December 31, 1996 for $14 billion. MFS had previously merged with UUNet, allowing it to incl
access and services in its integrated package offerings. On September 29, 1997, WorldCom proposed the purchase of Brook:
billion. WorldCom had previously acquired long distance provider LDDS, which had itself acquired another long distance p
"WorldCom to Acquire MFS in $14 Billion Deal," Washington Telecom Newswire, August 26, 1996; "WorldCom, MFS Rel¢
Financial Results,” Telecom A.M., vol. 3, no.39, February 28, 1997; "MFS and UUNet Annouce Merger Agreement to Form
Internet Business Communications Company,” PR Newswire, April 30, 1996; and "The New World Order," Business Week, ¢
13, 1997, p. 26.

¥ "The New World Order," Business Week, October 13, 1997, p. 26.
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tooffer long-distanceandlocal serviceacrosstheU.S,"*withaloca presenceinover 100ditiesacrosstheU.S*
WorldCom expectstoredizesgnificant synergiesfromtheseacquisitions, as"the[MFS) merger will dlowY
[redeployment of ]| about $400 millionin capital expensesfrominter-city fiber toloca networks® andtheMCl merger
"isexpectedto[yidd]Y synergiesof goproximetdy $2.5hillioninthefirg year, growingto goproximetdy $5 billionin
thefifthyear Y [which] areantidpated toresult from better utilizetion of thecombined network and other operationd

savings."*

Theahility to offer consolidated packagesof td ecommunicationssarvices, indudinginteLATA savice isa
formideblesourceof competitiveadvantagefor IXCsover Bdl Opearaing Compenies('BOCS), if theBOCsareredricted
fromofferingin-regionlong disancesarvice, acritica component of any integrated td ecommunicationspackage.
Consumerswill benefit fromtheintegration of serviceofferingsand themarketing of bundled productsthrough

convenienceand throughtheincreassd number andvariety of tdecommunicationsoptionsavalableinthemarketplace

Itislikely that competitionwill occur among severa financially strong providersof integrated

tdecommunicationssavices inadditionto competition fromfirmsthat chooseto upply unbunded services Themgor

¥ "WorldCom to Acquire MFSin $14 Billion Deal," Washington Telecom Newswire, August 26, 1996

% "WorldCom Offers $41.50 In Stock per MCI Share Total Transaction Valued At Approximately $30 Billion," WorldCc
filing with SEC, exhibit 99.1.
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IX Cswill besubgtantid competitorsto Bell Southinthemarketing of bundled serviceofferings, andtheir present
mearketing Srengthswill makethemimportant rivalsinthetd ecommunicationsmarketplaceof thefuture. Theprimary
long digancecariershavevery srong brand namerecognition. Marketing servicesagaing thesebrand nameswill be
aformideblechdllengefor BdlSouth. AnMTA-EMCI study found thet the AT& T brand wasrecognized netionwideby
97o0of consumers fallowed by 84%for MCl and 75%6for Srint.¥ TheM TA-EMCI study dsodividedthenationinto
four regionsand cond dered brand nameawarenessineechregion. IntheMTA-EMCI southernregion, AT& T sbrand
namewasrecognized by 97%of consumers® TheMCl, Sarirt, and Bell South brand nameswererecognized by 82%,
7%, and 70%, respectively.® Thuseechof themgjor X Cshasawell-known brandin Bell South' sregjon, and eschwill
beasgnificant competitor for bunded offeringsinthisregion. Furthermore theM TA-EMCI Sudy reportedthat AT& T
hed thehighest positiverecognitionamong survey participants, with 68% of therespondentswhowerefamiliar withthe

AT&T name rating it as a very good or excellent provider of telecommunication services for the future.®

TheMTA-EMCI sudy further found asronginterest by consumersin purchasing bundled products. A total

of 67% of respondentswoul d purchasetwo or three servicesbundled together, evenwhenthey derivenopricing

¥ "Branding & Bundling Telecommunications Services: Telephony, Video & Internet Access,” MTA-EMCI, Washington,
MTA-EMCI, August 1996, p. 118.

38

Id., figure 5.2, p. 91. The southern region included Alabama, Arkansas, Delaware, Florida, Georgia, Kentucky, Louisi¢
Mississippi, North Carolina, Oklahoma, South Carolina, Tennessee, Texas, Virginia, West Virginia

® |, p. 118.

“© |d., pp. 119-120.
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advantagesfromthepurcheseof bunded sarvices™ Only 19% choseunbunded products® Furthermor e, aD. Power
and Assodaessudy found thet 65% of consumerssurveyed would prefer to purchesedl of ther tdecommunications
savicesfromoneprovider, andthemgarity of thisgroupwould choosethar current long didancecarrier tobethar lone
applier® Thisresitisnot suprising giventhenamerecognitionbehindthe AT& T, MCI, and Sarint brands. ThelXCs
havegpent yearsdevd oping their brandsand haveexteng veexperience marketing td ecommuni cationsproductsand

services, further suggesting that the major IXCs will be successful competitors to Bell South in the future.

Theprovisonof bundlesdongwith separatdy avail able servicesexpandsconsumer choicesandthusis
pro-comptitive. Therecent Surnveysdestribed aboveind catethat consumersdesrebunded products: Consumerswill
bendfit fromtheintegrating of svicedfferingsand themarketing of bunded produdtsthrough convenienceand through
theincreased number and variety of td ecommunicationsoptionsavailableinthemarketplace. Infact, theFCChas
previoudy found one-gtop shopping to bean effidency that judtified goprovd of avertical merger -- eventhoughmogt
mgjor competitors, suchastheBOCs, could not a thetimeoffer smilar packages. InitsOrder gpproving AT& T's
acquisition of McCaw Cellular, the Commission stated:

"Wecondudethat theproposad trandfer will haveimportant pro-competitiveagpectsthat weigh heavily

inour pubdicinteres cdlaulus... Themerger will dlowvMcCawtouseAT& T ssrongbrand nemeand

. 1d,, p. 142. The study assumed that the price of a bundled service offering was simply the sum of the prices of its comg

not consider discounted pricing on bundle components.

2 |d., p. 142.

#  "JD. Power and Associates Analysis Reveals: Long Distance Carriers Prime for Local and Long Distance Telephone N

J.D. Power and Associates News & Information Release, February 27, 1997.
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itsmarketingand sdesforce. Eachof thegpplicantsa sowill havean opportunity tocross-sdl or
bundeitssavicewiththeother’ sprodudisand sarvices... Asaresult, weexpect theAT& T/McCaw
merger tolead to abroadened rangeof consumer choices, more pricecompetition, anincressed
regpondvenessto consumer nesdsand desresonthe part of competing carriersand potentid entrants,

aswell asincentives for continued technical and service innovations...."*

Smilar consumer bendfitscan beexpected toresult from bundlinglong diganceand locd exchangesarviceby
BdISouth. Other firmsaredsolikdy tooffer bundlesof locd, wirdinelong digance, and cdlular savice, andinaddition
may indudeather sarvicessuch ascabletdevisonand paginginther packages Withtheentry of BdlSouthintolong
digance thegppartunity to offer packagesinduding, & aminimum, locd, long digance, and odlular service, will become

more symmetric.

Specificdly withregard to Bell South, these consumer benefitswererecognized by the Public Service
Commissonof South Caralina InitsOrder goproving BdlSouth’ sStatement of Generdly Avalable Termsand
Conditions (the " Statement"), the PSC stated:

"Moreover, Bl South' sentry will rd eesetheinterexchangecarersfromthecurrent prohibition under

the[1996] Act againd thejoint packeging of locd andlongdisancesarvice: BdlSouthisasorenuired

under the[1996] Act toimplement 1+intral ATA toll diding Ssmultaneoudy withitsentry into

“  Memorandum Opinion and Order, In Applications of Craig O. McCaw, Transferor, and American Telephone and
Telegraph Company, Transferee, For Consent to the Transfer of Control of McCaw Cellular Communications,
Inc. and its Subsidiaries, 9 FCC Rcd 5836, 157, September 19, 1994.
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interLATA longdigance. Theserequirementswill freed| competitorsin South Cardlinatofindly
offer thesmglified‘ onedop’ Soppingthet cudomearswant. BI.D' sentry intotheinterLATA market
will gveBSLD' scudomersthesameopportunity ascusomersaf ather South Cardinalocd tdegphone
compeanies(i.e, GTEinMyrtleBeachand Sumter; Sarint-United in Beaufort and Greenwood; Rock
Hill TdephoneCo.inRock Hill and Y ork) to chooseoneprovider for dl their td ecommunications

needs."*

It hasbeenarguedthat "if theBOC sdlIsY bundesof locd andtall services thewillingnessof cusomersto
switchwill bethet muchlessand the[BOC] will beableeffedtively tolodk-inasignificant portion of itscustomer bese"®
However, theBOC smereahility tosdl bundesdoesnat by itsdf lead tol ock-in, asproponentsof thisargumentignore
thefact that both loca andtoll servicewill continueto beoffered separately, aswell asinabundle. Further, this
Commisson hasgated that itseva uation of a8271 gpplication would assess"whether dl procompetitiveentry srategies
areavailabletonew entrants"* Therefore, under thisCommission’ sproposed sandard, athersfirmswouldbeebleto

bundelocd saviceswithtdl or other td ecommunicationssavicesjudt aseffedtivdy astheBOC. Consumerswoulddso

45

Public Service Commission of South Carolina, Docket No. 97-101-C. Order Addressing Statement and Compliance wi
of the Telecommunications Act of 1996, In RE: Entry of Bell South Telecommunications, Inc., into the InterLATA Toll
Market, July 31, 1997, pp. 6-7.

% Affidavit of R. Glenn Hubbard and William H. Lehr on behalf of AT& T Corp., submitted as AT& T Exhibit L, Inthe b
Application of Ameritech Michigan Pursuant to Section 271 of The Telecommunications Act of 1996 to Provide
In-Region, InterLATA Services in Michigan, FCC Daocket No. 97-137, June 1997, 1 95.

" Federal Communications Commission, Memorandum Opinion and Order, In the Matter of Application of Ameritech

Michigan Pursuant to Section 271 of The Telecommunications Act of 1996 to Provide In-Region, InterLATA
Services in Michigan, Docket No. 97-137, August 19, 1997, hereafter " Ameritech order,” § 387.
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dill beabletocombinelocd BOC sarviceswithtoll servicesprovided by other firms aswel aschoosngbundiesfrom
ather theBOC or itscompetitors. Therefore, theBOC sahility to offer bundlesper_sedoesnot provideameansto

lock-in customers. If customers switch from unbundled provision to aBOC bundle, it will be because they |

Any algument thet the offering of integrated packagesof locd andlong digancesarvicescouldleedtoargum
of themarket srudurethet exiged prior totheModification of Find Judgment ("MRJ") isnat justified by merket redlities
Thedrudureof thetd ecommunicationsmarketplaceheschenged dramatically Sncethe M FJ shresk-upof AT& T. Nat
only will therenow beseverd competitorsaffering packagesinagiven geogrgphic market, but thelocd andlong digance
makesseparady will besubject tocompetition. Cugomersmay chooseamong sevard fadlitiesbessd suppliersof long
digance(interLATA) savices andthe1996 Act openslocd sarviceto competitionaswal. Incumbent LECsmay not
fored oseaccesstothar neworkstorivas. Fnanddly grong firms eechwith potent brand namerecognition, will use
combinaionsof resoldloca sarvice, unbunded network dements andthar ownfadlitiestosupply integrated srvices
indirect competitionwithloca exchangecompanies. Thereiscompetitioninather tdecommunication sarvicesaswl,
suchaslnternet accessandwirdesssarvices. Thus, consumerswill beoffered varied optionsinthemarketplace.
Comparingthissituationtothemonopaly provison of integrated servicesbeforethe M FJignorestheredity thet many
large, wel-finenced firmsareinvestinginfadlitiesand other assats forming partnerships, and successfully negatiating
andimplementinginterconnection agreementswithincumbent LECsin order todeve opindividud or bunded products

to provide in the telecommunications marketplace of the future.

THE ENTRY OF BELLSOUTH INTO IN-REGION LONG DISTANCE SERVICE WILL

LOWERTHETOTAL COST OFLONGDISTANCEANDLOCAL EXCHANGE SERVICES
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BY EXPLOITINGECONOMIESOF SCALEAND SCOPEINTHEPROVISIONOFTHESE
SERVICES.

Busnessopportunitiesoftenexist for firmsinmarketstha arerd ated tothoseinwhichthey aready supply
productsor sarvices. Offering productsor sarvicesinrdaed marketsalowsfirmstotakeadvantageof potentia
economiesof scdeand soopeinthe production and marketing of theseprodudtsor savices aswel asinthedevd opment
of new offeringsover time Thoughthe FCC' ssructurd ssfeguard regulaionsmay limit potentid effidenaesinsome
aress® BdlSouth neverthdesswill beabletotakeadvantageof economiesof scaleand soope: Thisispro-compitive
becausetaking advantage of efficienciesgenerdly increasesoutput and reducesprices, furthering theinterestsof

consumers.

Entry by BdlSouthintointerLATA sarvicewill permit theredli zation of economiesof scaleand scopefrom
sverd sources. Theseind udeboth economiesariang from Bd | South' sexigting billing and collections operationsand

marketing economies from its brand name recognition.

BdISouth' shilling and callectionsoperationiscomposed of customer acoount records, usagerecords hilling
sygems acocountsrecavable and cdllections: BdlSouth sentry intointerL ATA sarvicewill requireaddinglong digance
cdlingtoitsrecord kesping functionsfor itsown customers. Thiswill not requiresignificant new capitd investment
because BdlSouth aready hand eshilling and collectionsfunctionsfor itsintraL ATA tall traffic. Also, BdlSouth's

current systemalready provideshillingand collection servicesfor AT& T, MCI, Sprint, and other providersof

“  For example, current FCC rules do not allow alocal Bell Operating Company to provide interLATA services to its long
affiliate.
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tdecommunicationssavices BdlSouth' shilling and cdlledtionssysemshaveexcesscapedty and arecgpebeof handing
newintaL ATA treffic. Over thelag ax years AT& T hesmoved nearly dl of itsbus nesshiilling and collectionsacoounts
inthouse, leaving primarily itsresidentid accountswith BdllSouth. Thus, Bell South hasboth thenesded experienceand
thesystemsin placeto providetheseservicesfor itsownlong disancecustomers. Furthermore, thecapacity of
BdlSouth' ssysemsmay beexpanded without incurring subdantid new invesments. Thesesysemsprovide Bl South

economies of scale and scope that will allow BellSouth to enter efficiently into the provision of interLATA ¢

Of cours=BdISouthisnat theonly td ecommunicationsprovider initsregionthat will haveaccesstoeffident
uppart sysems. All of BdlSouth’ smgor competitors induding I XCs ather LECs CAPs competitivel ocd exchange
caries and cablecompanies, havesysemstha paformal or mogt of therequired support functions. Moreover, these
sysemsareavailablefromthird partiessuch asElectronic DataSystems,® Andersen Conauiiting, © 1BM, > and others
(induding, of course, BellSouth).* Evenso, thefact thet Bell South hassystemswith excesscapacity thet canbeutilized
tosupport itslong digance serviceisabendfit, both to Bell South and to consumerswho canbeserved by eneffident

supplier.

“  "EDSWins Big," Communications Week, April 28, 1997, p. 43.

50

"Connecticut Proposes Outsourcing,” Information Week, March 17, 1997, p. 22.

*L "ICI Outsourcesto IBM," European Telecommunications, April 18, 1997.

52

Examplesinclude: ACC, Hewlett-Packard Co., Sun Microsystems Computer Corp., and 3Com. See: "And the Lion W
With the Lamb," Communications Week International, April 22,1996, p. 1.
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BdISouthwill dso beabletotakeadvantageof economiesof scopeinthejoint marketing of itsloca andlong
digancesavicssasthecodsof adveartisngand brand promation canbequitehigh. Forexample AT& T et 2.7 hillion
onadvertisngin 1996 done> Bdl South can derivesoopeeconomiesin part frombrand namerecognitioninitsregion,
whichwill assst BellSouth sentry intotheinterL ATA market andwill hdpeseblish Bell South asasignificant comptitor
forinterLATA sarviceswithinitsregion. Thesescopeeconomiesand thejoint marketing of loca andlong distance
serviceunder the Bell South nameenhancethe pro-competitive benefitsof BdllSouth’ sentry intotheprovisonof

interLATA services.

Economigswho opposegranting BOCsintarLATA autharity haveargued thet "thesourcesof dleged scdeand
soopeeconomiesarenct dear,"* that "entry by [aBOC intolong distance] isnot recuired to capturescaleand scope
economies"® andthat " becausesmaller long distance carriersarepermitted to market theproductsof locd cariersY
effidendesfromjaint marketing of these products can becaptured completdly through contracts* Thisisincorrect,
becausethehilling and brand efficiencies| havehighlighted @bovearelikely tobesignificant, and may not befully

realizable through contracts.

% 1996 AT&T Annua Report, p. 34.

*  Affidavit of R. Glenn Hubbard and William H. Lehr, supra note , 1 84.

® d., 184.

% Affidavit of Robert Hall on behalf of MCI Telecommunications Corporation, submitted as MCI Exhibit C, In the Matte
Application of Ameritech Michigan Pursuant to Section 271 of The Telecommunications Act of 1996 to Provide
In-Region, InterLATA Services in Michigan, FCC Docket No. 97-137, June 1997, 1 73.
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Marketingandhillingaresgnificant cogsintheprovisonof interLATA sarvice, andthereforeredizing
efidendesinthesearessisaof compditiveimportance. For example AT& T hesestimateditsnon-network, non-access
incrementd codts exd uding corporateoparations; tobe$0.035 par minute, or goproximetdy 20%df itsaveragerevenue
per minute™> Bell South could thereforeeconomizeonthissubstantial cost category if it weredlowedto provide
interLATA serviceby usng theexigting sparecapadity initshilling sysemand by extendingitsbrand nametothis

service.

Whilecontractud arangementscan hdpredizedfidendesinlieuof integration of firmsintoasngleertity,
they areunableto subditutefully for integrationiningdanceswhereeither complex coordinaionisrequired or where
investmentsin sunk or specific assetsarenecessary to bring about theefficiency gains™® Billing sysemsrequire
investmentin sysemsintegration and softwaredeve opment which arelargdly sunk onceincurred. Thecomplex
coordinaionrequired tomekesuccessful incrementd invesmentsmay nat besoreedily achieved throughamslength
contracting. Smilar contract prablemsmight ariseregarding Bdl South' shrand name, evenif thiscontract wereexdusive
(asitwould haveto betoavoid dilution), becausetheparty contracting thelbrand would haveanincentivetoexplait it
intheshartterm, dminishingitslongtermbrandvaue. It may bepossbletodevisecomplex contractstodleviadethese

problems, but not without cost.

FHndly, market deve opmentsindicatethat Bell South’ scompetitorsappear to prefer integrationrd ativeto

> Affidavit of R. Glenn Hubbard and William H. Lehr, supra note , 1 129 note 97 and  125.

58

Henry W. Chesbrough and David J. Teece, "When is Virtual Virtuous?' Harvard Business Review, January-February 1!
65-73.
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contradts Asdiscussad above MCl and BT deddedto merge, rather then attempt to redizedfidendesthrough contracts
whileFrance Tdecom and Deutsche Tdekom haveaoouired asuingantid equity interestin Sarint. WorldComchoseto
makeacompeting, higher takeover offer for M Cl rather than continuetoleasecapacity fromMCI. Thischoiceis
presumably drivenin part fromthebenefitsof integrating locel operationswithlong-disianceandinternet sarvices™
Smilaly, theGTE srecant takeover bidfor MCl, incompetitionwiththeexiding BT and WarldComoffers gopearsto
havebeendrivenby thepercaived bendfitsof integration. Withthisaoouistion, GTEwouldbe"thefirg compeny SnceY
1984 to havealarge presencein both thel ocal andlong-diistancetd ephonemarkets"® Additionaly, Unisource the
Europeentdecommunicationsdlianceinwhich AT& T isakey partner, is" cong dering an exchange of dakestocament
thelinksbetweanitsremaining threemembers"® across-sharehol ding approach " designed to address concernsthet
Unisouros aloosegrouping, didn't havethecommitment of itspartidpeants: | thereforecond udethet theeconomiesfrom
BdlSouth' sprovisonaf interLATA savicearelikdy tobesgnificant, and thet useof contractsadonewouldbeunlikdy
to realize fully these economies.

THE POTENTIAL IMPACT OF BELLSOUTH’S ENTRY ON COMPETITION FOR LONG DISTANCE
= C?mproaxrpaiﬁvebtmlesl havedestribed arenat theonly benefitsthat will flow from BdllSouth’ sentry into

theprovisonadf in-regionintaL ATA savices BdlSouth’ sdenovoverticd integration, ether through fadllities-based

59

The proposed WorldCom-MCI merger would combine the local operations of MFS, Brooks Fiber, and MClmetro; the |
business of UUNet, AOL and CompuServe; the Internet backbone of UUNet and MCI; with the MCI and WorldCom long-di
businesses.

® "GTE Joins Fight for MCI With $28 Billion Cash Bid," The New York Times, October 16, 1997.

8 "Unisource Moves to Retain Remaining Members," Telecom A.M., April 22, 1997.
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entry or through resdle, incressesthenumber of providersof interexchangesavicewithinthe Bdl South regionand will
increasethecompetitivenessof theinterexchangemarket withinitsregion. Therearedirect benefitsof additiona
competitioninthemarket for interLATA services atopic addressdinthedfidavitsof professors Jary Hausmenand
Richard Schmdenseeaswdll asintherecent worksof economistsPaul MacAvoy, Robert Cranddl, and Leonard
Waverman® Asanexampleof thesedirect benefits, Bell South hasfiled aproposed tariff for long distancesarvice

containing rates which would undercut AT& T’ s basic rates by 5%.%

The Connecticut Experience Demonstrates the Benefits of Vertical Integration by a

Local Exchange Carrier into Inter LATA Service
Thegpening of the Connecticut long distance marketplace providesan exampleof thebendfitsthat may accrue
toconsumersin Bdl South’ sterritory once Bl Southisauthorized to competewith thecurrent I XCs: Inthesumimer of
1993, bothinterstateand intrastatel ong distance servicesin Connecticut wereopened to competition.” Thischange
dlonved SNET America, asubddiary of locd sarviceprovider Southem New England TdecommunicationsCorporation

("SNET"), to provide interstate (interLATA) service, while IXCs were allowed to provide intrastate service.

62

MacAvoy, Paul, The Failure of Antitrust and Regulation to Establish Competition in Long-Distance
Telephone Service Markets, MIT Press, 1996; and Crandall, Robert and Leonard Waverman, Talk is Cheap: The Promise of
Regulatory Reform in North American Telecommunications, The Brookings Institution, Washington D.C., 1995.

63

Public Service Commission of South Carolina, Docket No. 97-101-C. Order Addressing Statement and Compliance wi
of the Telecommunications Act of 1996, In RE: Entry of Bell South Telecommunications, Inc., into InterLATA Toll
Market, July 31, 1997, p. 13, citing testimony of BellSouth’s James G. Harral son.

#  Connecticut isasingle-LATA state. Therefore, all interstate telephone services in Connecticut are interL ATA services

Page 22



Affidavit of Richard J. Gilbert

Asof April 1994, SNET and SNET Americabegentojointly market thar products givingtheir cusomers
" one-stop shopping’ for telecommuni cations sarvices resdlling Sprint’ sout-of-gtatelong digancesarvice® SNET
consolidated itsmarketing operationsand now offersdl of itsproducts, (induding Internet, multimedia, cdlular and
paging sarvices) under the SNET brandname. Itasoobtained agate-widecable TV licenseandisingdlingahybrid
fiber optic-coaxid cablenetwork capableof carrying voice, video and datas multaneoudy, atenyear, $4.5hillion

investment program.®

Fromthetimedf itsentry intointerdateservices SNET hasused asmpletwo-pricesructurefor cdlstoany
locationwithintheUnited Sates, charging $0.23/minutefor pesk timecalsand $0.13minutefor off-peek cals SNET
dodferedfurther dsoountsfar cdlswithintheNortheest. AT& T sundiscounted ratesfor comperadlecdlswhen SNET

entered the market were $0.27 and $0.17, respectively 17% and 30% above SNET.®

SNET captured about 20 peroant of Connedticut’ sinterdatecals whichreduced AT& T slong digancemarket
sharefrom 60 peroant before SNET” sentry tolessthan 50 percent by October 1996.* AT& T reponded by offering

Conmneticut resdentsgtating May 1996 arateof 5oantsper minutefar indatecalsmedeany imeaf day. AT& T snew

& "A Telecom Yankee Defends Its Turf," Business Week, October 28, 1996, pp. 167-168.

8% A Telecom Yankee Defends Its Turf," id.

Reference Book: Rates, Price Indexes and Household Expenditures for Telephone Service, FCC, Washington,
DC, November, 1995.

%  "A Telecom Yankee Defends Its Turf,” supra note.
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ratewasroughly onehdf of SNET’ squoted in-dateoff-peek rateand lessthan onethird of itspegk timerate. This
agoressveresponsewasprobebly focusad onintredateratesbecause of thefederd requirement that interdateratesbe
unfoomaorossdates Whilerespondingto SNET throughtheinterdateratewoul d have pessed thesavingsof competition
ontodl AT& T cusomersnationwide, reducingonly theintradtateratelimitstheimpact onAT& T soverdl revenue,
whileresponding to compitivepressurein Connecticut. SNET countered AT& T' smoveoneday later by introdudng
hillinginone-secondincrementsfor dl in-gatetall cals rather thanroundingtothenext minutelikeAT& T and ather
competitors® AT& T’ sregponseindicatesthat it waswilling to reduceratessubgtantialy in order tomaintain market
share Itmay dsnindicatethat AT& T would bewillingtoreduceitsinterdateratesif faced by widepread comptition

from BOCs.

A full assessment of thebenefitsof SNET’ sentry intointergatel ong disancemus includetheeffectson
intrastateratesbecause SNET’ snationd rivasarecongrained intheir ability torespond to Sngle-sate competition
throughinterdateratesby geogrgohicd raeavaragngrequiraments SNET seffedtiveintradiateratesdedined 11 percart,
8 percent and 5 percent in 1994, 1995 and 1996 respectively. Otherimprovements, (suchas SNET sintroduction of
one-second billingincrementsrather than one-minute), must dsobeindudedintheandys's asthey resultinlower
qudity-adjusted effedtiveprices. For example, aconsumer makinga2.5 minutecal would saveabout 17 percent on

averageby switchingtoonesscond billingingtead of oneminutehilling. It hasbeen esimated that theoverall benefits

8 A Telecom Yankee Defends Its Turf," id..

0 SNET 1995 and 1996 Annual Reports.

Page 24



Affidavit of Richard J. Gilbert

of SNET’s entry amount to $127 million per year, or almost $58 per year per access line in Connecticut.™

Regulation Prohibits Discrimination in the Provision of Access Services

Opponentsof BOC entry intolong disanced legethat harmmay resuilt if BOCswerethentodiscrimingtein
favor of thar long digancesubgdiaries. | bdievethat itisunlikdy that Bell Southwill haveanincentiveor aaility to
engageindiscrimingtory condudt, for thereasons| discussbdow. | further bdievethat evenif BdlSouthdidhavesuch
anincentiveor dality, itisunlikdy thet it could engegeinthisbehavior without detection and vigorousenforcement by

regulatory and antitrust authorities.

Notethet evenif suchdiscriminaionwereto occur (whichisunlikdy), it would not havean anticompetitive
effect unlessit raised pricesor reduced servicequdity totdecommunicationsconsumers The Department of Judice' s
Charles E. Biggio emphasized this point in the context of vertical merger policy, stating that:
"Withthechangingregulatory landscapeintd ecom[and ather indudrieg ... | think wecan expect more
meargerstha squardy presarntintereting verticd issues Generdly, | bdievewewon 't find competitive
problemsinthevast mgority of varticd mergers ... If averticd merger isprablemétic, it sproblemetic
because of aprobebledownstream priceor output effect. Thet effect doesnat arisesmply because

input pricesarerasadto non-integratedrivals. Theseincressed input pricesmusdt trandateinto higher

71

Reply Affidavit of Robert Crandall and Leonard Waverman on behalf of Ameritech, In the Matter of Application of
Ameritech Michigan Pursuant to Section 271 of The Telecommunications Act of 1996 to Provide In-Region,
InterLATA Services in Michigan, FCC Docket No. 97-137, 1 33.
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market prices or lower output downstream." "2

BdlSouth cannat fored oseaccesstorive I X Csdueto FCCregulationsandtheprovisonsinthe 1996 Ad. In
pearticular, BdlSouthisreguired to providenon-discriminatory accesstod| IXCs Thus, fored osureisnat possble, and
only thepotentid for lessdragticformsaf anti-competitivediscrimination nesdtobeandyzed. Intheremainder of this
section, | examinethepotentid for BdlSouthtoengageinether priceor qudity discriminationagaing itsrivas. |

conclude that such discrimination is unlikely.

Thesafeguardsof the 1996 Act ensurethat BOC interexchangeentry will not resultindiscrimination by

requiring, among other conditions, that:

TheBOC may not discriminatebetweenitsinterL ATA affiliateand any other entity intheprovisonor
procurement of goods, sarvices fadlities andinformation, or intheestablishment of sandards and shdl
account for dl transactionswith an ffiliatein accordancewith accounting principlesdesignated or
approved by the Commission (§272.c.1-2);

A BOCthat providesinterLATA servicesmust provideintraL ATA toll diding parity toother carriers
(8271.e.2.A);

A BOC mug chargeitsinterLATA efiliate, orimputetoitsdf (if using theaccessfor itsprovisonof itsown
s|avices), anamount for acoesstoitstd gphoneexchangesarviceand exchange accessthat isnolessthan

the amount it charges any unaffiliated interexchange carriers for such service (§272.e.3);

2 CharlesE. Biggio, "Merger Enforcement at the Antitrust Division," Speech before the Antitrust Law Committee of the
Association, Chicago, IL, May 15, 1996.
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Theegud accessregimedecresd by theM FJand implemented by the FCC continuesuntil suchatimethat the

FCC modifies or abolishesit (8251.9).

Saction272_of the 1996 Act expresdy and comprehenavey prohibitsdiscrimination by Bl Southagaing
undffiliated long diganceproviders covering, amnong other things, theprovisonof services fadlities andinformeation;
theestablishment of dandards and thetimdinessinwhichthesesarvicesarerendered. For example accordingtothe
1996 Adt, Bl South must offer to I X C comptitors onthesametermsand conditions, any intraL ATA fadilitiesusad by

itsinterLATA affiliate.

Theeffectivenessof antitrust and regul atory ssfeguiardsin preventing discrimingtionisdemondrated by the
Department of Judticg scontinued useof such ssfeguardsinverticd transactionswhichraiseissuessmilar tothoseof
BOCinteLATA autharity. Inbath BT’ sproposed equity invesment in (endlater itsproposed merger with) MCl, and
Deutsche Tdekomand France Tdecon’ sproposad equity investment in Sorint, adominant loca exchange provider
proposed acquiring dl or part of afadilities-bassd competitor onamgor internaiond route. IntheU K. example BT is
theincumbent provider of loca exchangesarvicesinamearket thet isnot asopenastheloca marketintheU.S. (dueto
sections251 and 252 of the 1996 Act). Therefore, concarnsthat an upstream regulated provider would discriminate
againg undffiliated downstream competitorswould haveto begregterinthe U.K . case(discrimingtioninprovison of

originating or terminating accessintheU K. for international servicesbetweentheU.S. andtheU K.?) thaninthe

®  The Department found that "in addition to BT's incentive to discriminate, concerns about BT's ability to discriminate af
MCI's competitors also still exist. BT maintains substantial market power in local and domestic long distance services in the
Kingdom Y Asaresult of its new analysis, the Department has concluded that provisions of the Final Judgment aimed at det:
detecting discrimination need to be retained and, in some cases, strengthened.” See Memorandum of the United Statesin Su
Modification of the Final Judgment at pp. 5,6, United States of Americav. MCI Communications Corporation and BT Forty-
("NewCo"), (D.D.C. July 1997, No. 94-1317, TFH).
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BdlSouth case(disriminationinprovigon of accessfor interLATA savicesorigindingintheBdlSouthregion). Inthe
absncedf regulaory oversght, concamswould havetobegredter il regarding the urint transactionand theacquirers
contral of locd exchangenetworksin Franceand Germany, giventhet the FCC conddersthe U K. tdecommunications
market to be"themost liberdlized market inthe Europeen Union," ™ and thet Franoe scompetition authoritiesrecently
fined France Tdecomfor abusingitsdominant pogition againgt aforeignH-oassd competitor.® However, the Department
of Judiceconduded thet theregulatory and antitrust ssfeguardsitimposedinthe U K. case™wiill continueto pratect U.S
consumersfromthepossibility thet thenewly formed company, usng BT'slocd servicemonopoly, would harm
competitioninthemarketsfor tdephonecdlsbetweentheU.S and theU K., and for worl dwidetd ecommunications
sarvices""® Regulatory and antitrust safeguardscoul d thereforea so protect U.S. consumersadequately fromthe

possibility that Bell South might discriminate against unaffiliated interLATA providers.

Thel96Ad srequiremant thet BOCsertaring thelong disancemarket do sothrough seperatedfiliatesreflects
angpproachusadinother deregulatedindudtries. Anexampleisthenatura gasindustry, inwhich competitivegas

marketing adtivitiesarehousedinfiliatesdiginct frompipdines with rulesof conductimposed by theFederd Energy

" Declaratory Ruling and Order, In the Request of MCI Communications Corporation and British

Telecommunications place, Joint Petition for Declaratory Ruling Concerning Section 310 (b)(4) and (d) of the
Communications Act of 1934, as amended, Release No. 94-188, July 25, 1994, 128.

» "Business ThisWeek," The Economist, August 1, 1997.

* US Department of Justice Press Release, " Justice Department Asks Court to Modify and Extend Previous British
Telecom/MCI Settlement After Reviewing New Deal - Justice Department Acts to Prevent Discrimination
Against Competitors,” July 7, 1997.
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Regulatory Commission ("FERC") togoverntherdationshipsbetweenthetwolinesof busness. TheFERCthen
mitigatesagesutility’ smarket power intransmisson (useof thepipdine) viatheopen accessrequirements(amilar to
interconnectionreguirementsintd ecom) st outin Order 636 which govarntherdaionshipsbetweanpipdinesand ther
gesmarketing ffiliates” TheFERC conddersthat " [neturdl geg] restructuring hesbeenasuicoess: Order 636 sLicoss0ed

in eliminating the competitive distortions caused by the bundled pipeline merchant function.””®

| XCs Can Readily Detect Quality Deterioration

Evenassumingitwerepossbleto providedifferent leve sof sarvicefor differentinterLATA cariers this
behaviorwould benaticed by Bl SouthisinterL ATA comptitors Intheinter ATA market, BdlSouthwouldfacethree
ubdantid competitorsin AT& T, MCl, and Srint, eechwith theincentive, dallity, and proceduresin placetosorutinize
BdlSouth’ spaformance AT& T, MCl, Sarint, and atherspurcheseaccesssarvicesfromal fiveBOCs aswdl asfrom
other LECs and, asaconseguence, each | XC hasbenchmarksavail ablefor gauging anti-competitiveconduct. Eachof
thelX Cshesinplaceaggressvevendor manegamant” programsto monitor thequility of accesssarviceit recavesfrom
BOCsand ather LECs thusdlowing themtotrack BdlSouth’ sparformanceon accessprovisoningand gudlity. These
procadureswill remanin plecedter BdlSouthSartsprovidinglong digancesarviceandwill continuetoengbleacourate

monitoring to detect any degradation of service quality by BellSouth.

" Federal Energy Regulatory Commission Order 636, Docket Nos. RM91-11-000 and RM87-34-065, April 16, 1992. Orc
reguires pipelines to unbundle their sales services from their transportation services at an upstream point near the production
provide al transportation services on a basis that is equal in quality for all gas supplies whether purchased from the pipeline
other gas supplier. In addition, pipelines are required to provide a variety of unbundled transportation services to shippers, s
"no-notice" firm transportation, (ii) firm transportation, (iii) interruptible transportation, and (iv) storage services, among oth

" "Interstate Pipeline Rate Design: If You're Still Debating ‘MFV vs. SFV,” You May Be Fighting the Last War," remar
FERC Commissioner Donald F. Santa Jr. to the NARUC Gas Committee, Washington D.C., February 26, 1996, p. 2.
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Furthemore theseprogramsparmit thecompearison of sarvicequidity bothover imeandacrossLECs AT& T,
for example, overseesthequdity of theswitched accessserviceit receivesusing standardized Access Supplier
AssesmenisAT& T usesthisprogramtoevauatethe parformancef thesitched acoessvendor ecrossawidevariety
of accessmvicesand usng ajective ™ direct meesuresof qudity,” indudingtimdinessof provisoningandindalaions
meantimetoreorefalures newark rdiahility, arcuit falurerates repeat falurerates, and switched accessquidity such
ascdl blockageper onemillioncdl atempts. Hndlly, to havean anti-competitiveeffet, thedegradationinsarvicewould
havetobesgnificant enoughfor cugomerstonaticeit. Thesevendor manegement programsmakeit likdy thetan I XC
would detect any degradationin BdlSouth’ saccesssarvicel ong befareany cusomer could nati cethet degradationand

attribute it to the I XC.

Thel X Cshaveaotesstosavicequdlity datacallected under the FCC' sAutomeated Reporting and Manegemant
InformeationSygem ("ARMIS'). TheCommissionhasbesnmonitoringsavicequdity sncetheMFJ and now requires
annud sarvicequality reportsfrom other companiessubject to price-cap regulation, induding GTEand Sarint.? The
annud savicequdity datacollected by ARMISForms43-05and 43-06 canbereviewed by IX Csand usedwithany
interndly-collected informationtojudgeservicequity. M Cl hasargued thet collecting thesedataare " necessary to

monitor quility and sarvicestandards"® TheFCC used thesedataduringitsmost recent price-cap performancereview

MCI operates asimilar program.

8 MCI commentsin CC Docket No. 96-23, as quoted in the FCC’s Report and Order, November 13, 1996, CC Docket N
150-54.

8 d., at 152.
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for theLECsto condudethet therehasnot been any Sgnificant degradation of servicequiity Snceprice-cpregulaion
wasingtituted for theseL ECs® and itsrecent decis onto continuetoimposethesereporting requirementson locel

exchange carriers clearly indicates their usefulness for detecting potential discrimination.®

Incondusion, BdlSouth cannat fees bly degradethequdity of sarviceto I XC compditorsrdativetothet offered
toitsowninterLATA dfiliteinan atempt to confer competitiveadvantagetothedfiliate. BdlSouth cannot gpply,
without detection, adifferentlevd of sarvicequdity toaparticular cal ariginatinginitstearitory just becausethat cdl is
Oestinedfor trangoort by AT& T, M, ar anather X C competitor to BdlSouth' sinter L ATA dfiliate: | notethet Professor
Schwartz seconomicevdudionfor the Department of Judtice, whileexpressing concarnthat " accessarrangameantsto
wholesdelocd savicesarelargdy new [and] tharimplementationwill requireextensvecooperation by incumbents”
# agreestha "thescopefor aBOCY to degradeexisting accessarrangementsusad by | X Csisrddively limited'® as
"regulatory and other safeguardscan prevent significant degradation ... [and] canrender thethrest totechnical

arrangements for long-distance access tolerable."®

82

LEC Price-cap Order, FCC Second Report and Order, CC Docket No. 87-313, 5 FCC Rcd., Oct. 4, 1990.

8 Qupranote.

8 Affidavit of Marius Schwartz, Competitive Implications of Bell Operating Company Entry into Long-Distance Telecon

Services, Submitted on behalf of the Department of Justice, In the Matter of Application of SBC Communications Inc. to Pr¢
Inter-LATA Servicesin Oklahoma, FCC CC Docket No. 97-121, May 16, 1997, 1 15.

% |d. 7140.

86 I d 114.
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EXISTING VERTICAL INTEGRATION BETWEEN LOCAL AND L ONG DI STANCE PROVIDERSDOESNOT
INDICATE DISCRIMINATION.

Inexaminingtheissuedf whether ovart or coveart qudity discriminationislikdy if BdlSouthisadlowed tooffer
inteLATA savicg itisindructivetoexamineexidingfirmswhichareveaticdly integratedinlocd exchangeandlong

distance provision, such as GTE, United/Sprint, SNET, and Frontier.

GTE, advedfiadlocd exchangecompany, whally owned Sarint between 1983 and 1986, whichinthet period
wasthethirdlargest I XC. GTE gradudly divesteditsownership of Sorint by sdling 50%, 30%, and 20%to United
Telecomin1986, 1988, and 1992 respectively. During thisperiod GTE would have had the sameincentivesto
dsoiminateagand theather IX Csthet Bdl Southwoulddlegedy haveif they weredlowed toenter long digancenow.
After bangdivested by GTE, Sorint wasacquired by United Tdecom, and the combined entity wasrenamed Sorint.
Surint now provideshbathlocd exchangesaviceandlong didancesavicein194aes Srintistheseventhlargestlocd
exchangecarierintheU.S. and maintainsextensivetechnology andindudtry expertisewhichit could usetoevauate

possible discriminatory behavior.

Fomacompditivepaint of view, BdlSouthwould be postioned smilay to Sint inthesearessif inteLATA
relief weregranted, except that Bell South would be subject totheadditiona separatesubsdiary requirement and
associaed safeguardsfor at least threeyears, and possibly more, a the FCC' sdiscretion. Consequently, if qudity
discriminationwereto occur, it would beexpectedinthoseareaswhere Srint isanintegrated provider of accessand

interexchangesavices. However, | amnatawaredf any complaintsfiled by other X Csagaing Sarint’ slocd operations
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dlegingdiscriminationintheloca exchange, which suggeststhat apattern of discriminationwasnot present. The
Department of Justice came to asimilar conclusion in its 1986 review of the GTE-United joint-ownership of
"Wefound no evidence, however, of any pattern of discrimination [by Sprint] Y Perhagpsmost
sgnificant toour assessment of theconsent decree sefficacy istha nonedf theinterexchangecarriers
havecomplanedtoether the Department or the FCC concarning[GTE g provisonof exchange

access to them, even in response to our solicitation of such complaints."®

Inamorerecent review, Professor Schwartz condudesthat "GTE and SNET havebeenvery successful in
cgpturing long-ditancebusiness, but naither hasdicited seriouscomplaintsconcerning their degradation of existing
long-digtanceancessarangamentsfor IXCs"® Tharefore, theevidenceto datedoesnatindicatethat ather local exchange
carierswho recently expanded intolong distance sarvice havemanipulated qudity to reducecompetitioninthelong

distance market.

Insum, theactud post MFJexperienceof U.S. locd exchangecarriersthat areverticdly integratedinto
interLATA servicedoesnot gppear to havebeen assod ated with discrimination or reduced competitioninthelong
digancemarket. Theformer Bdl Sygem’ sdiscriminationinlong diganceprior totheM FJdoesnot support theoriesof

competitiveharmtoday asaresuit of Bdl South' srequest for saction 271 autharity. Themandatewhich AT& T bdieved

87

Report to the Court of the Approval by the US Department of Justice, Pursuant to Paragraph VI(A) of the Final Judgme
Sates v. GTE Corporation, of the Proposed Joint Venture Between GTE Corporation and United Telecommunications Inc., (
Action No. 83-1298, June 30, 1986, p.10.

8  Schwartz affidavit, supra at §139.
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Affidavit of Richard J. Gilbert

it hed fromregulaorsbeforetheM RJisquitedfferent fromthemiss onsand mandateswhich theBOCsand AT& T have
today. ® Inshort, itisnat proper toproject AT& T'spreMFJbehavior C where AT& T often acted asif it bdieved it wes
required tothwart new entry inorder to ssfeguard theintegyrity of thenetwork and tosupport asysemof cross-aubsdies

imposed by regulators B onto Bell South today .

CONCLUSION

BdlSouth' sentry intolong distance promisessubstantia benefitsto consumersby providingthemwithan
expanded rangeof sarvicesa pricesthet reflect economiesof scdeand scopein productionand marketing. Moreover,
BdlSouth sentry intolong digancewill incressecompetitionininterLATA sarvices restingingrester dnoiceand lowver

prices for consumers.

TheFCCshouldnot dday grantinginterLATA authority to BdlSouth until competitioninthelocd exchange
and accessmarketsreachessomepradetemined sate. TheFCC should nat trest theinterLATA andlocd exchangeand
accessmarkesasif they are”linked” inthissense. Any dday ingranting BdlSouthinter L ATA authority becauselocd
competitionisnot sufficiently establishedindl of Bl South’ scurrent serviceterritory will deny td ecommunications
consumersthebenefit of increased choi ceand increased competitioninlong distance, and will thereforebetothe

detriment of the public interest.

8 Roger G. Noll and Bruce M. Owen, "The Anticompetitive Uses of Regulation: United Statesv. AT&T," in The Antitrus
Revolution, John E. Kwoka, Jr. And Lawrence J. White, eds., 1989, pp. 290-337.



Affidavit of Richard J. Gilbert

| swear that the foregoing is true and accurate to the best of my knowledge and belief.

Richard J. Gilbert

Sworn to and signed before me this day of November, 1997.

Notary Public

My commission expires:
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)
Application of Bell South ) Docket No.
Corporation to Provide )
I n- Regi on, I nterLATA Long )
Di stance Services Under )
Section 271 of the )

)

Tel ecommuni cati ons Act of 1996

AFFIDAVIT OF JOHN R GUNTER

John R Qunter, being duly sworn, deposes and says:

1. | am John R Qunter, Vice President-Network, Strategic
Pl anni ng and Support, at Bell South Tel ecomruni cati ons (Bel | Sout h).
In that role, | am responsible for network architecture and
oper ati ons pl anni ng and t he support of network installation, design
and mai ntenance. | submt this affidavit in support of Bell South's
petition to provide interLATA services originating in-region. The
purpose of this affidavit is to denonstrate that, if Bell South were
allowed to enter the interexchange business, it would not be able
to discrimnate, froma technol ogi cal viewpoi nt, against conpeting
i nt erexchange carriers.

2. Since | assuned ny present responsibilities, the
devel opnent and review of technology plans and operational
arrangenents for Bell South have been perforned under ny direction.
These pl ans and operational arrangenents involve, inter alia, the
depl oynent of network architectures and the devel opnent of
appropriate technical standards and interfaces for Bell South's
transm ssion and switching facilities. | am famliar with the
exchange access services provided by Bell South to interexchange
carriers and those carriers' custoners, and the technologies
t hrough whi ch such services are provided.

3. Prior to assumng ny present position, | was Vice
President-1nformati on Services and Market Plans for Bell South and
had additional duties as officer in <charge of corporate
responsibility and conpliance with all federal, state and | oca
| aws regarding contracting with governnental entities. In Apri

1993, | was appointed Vice President-Netwrk Operations-North for
Bel | Sout h and assuned ny present duties on Septenber 1, 1993.

4, The only potential anticonpetitive discrimnation
rel evant to the conpetitive effect of Bell South’s interLATA market
entry on |l ong di stance markets is discrimnation in connection wth
the provision of exchange access. Based upon ny know edge of and
experience with the technol ogy used today in the tel econmuni cati ons
i ndustry, and particularly by Bell South, | believe that there is no



significant chance that Bell South (or indeed any amal gam of | ocal

exchange carriers) coul d technol ogical ly di scrim nate
anticonpetitively against interexchange carriers through [ ocal
exchange operations. This is true today, and will remain true in

the future, both because of the industry-w de standards process
t hrough which the nation’s tel econmunications infrastructure has
been and continues to be devel oped, and because of the nature of
the technology actually utilized to provide telecomunications
t hroughout the United States. Furthernore, any RBOC attenpt at
discrimnation to gain an anticonpetitive interexchange advant age
woul d, of necessity, be so obvious as to be self-defeating and
hi ghly count er-productive for any RBOC i nvol ved. To denonstrate ny
reasons for these conclusions, let nme turn first to the
t el econmuni cati ons standards process.

| . THE STANDARDS PROCESS PREVENTS DI SCRI M NATI ON

5. Bel | Sout h S a nenber of the Alliance for
Tel econmuni cations |Industry Solutions ("ATIS'), fornmerly the
Exchange Carrier Standards Association ("ECSA"). The nenbership of
ATIS is open to manufacturers, facilities-based carriers and
resellers of donmestic transport and sw tching services, including
I nt erexchange carriers, non-RBOC exchange carriers, cellular (and
other wireless) carriers and enhanced service providers, as well as
RBOCs. ATIS provides adm nistrative support to the standards-

setting body known as the Committee T-1,'and helpsensure T-1's conformance
to American National Standards I nstitute ("ANSI") accreditation requirements.? Asaboard member
of ATIS, andinmy other professional roles, | am familiar with the various aspects of the devel opment
of telecommunications standards.

6. Based upon my knowledge of the standards process, | am confident that no entity or
collection of entities, including the RBOCs or anyone else, can control or somehow subvert that
process. The rapid development of new technologies, the globalization of telecommunications
markets, and the divestiture of the RBOCsfrom AT& T have created a standards-setting environment
which effectively insulates the standards process from anticompetitive influences. In this
environment, which will persist through any foreseeable future, cooperation among manufacturers,

! The Committee T-1, one of many committees under ATIS auspices, deals primarily with
network interface standards, and its work is described in paragraphs 13-18, infra. 1n addition to
supporting the Committee T-1, ATIS sponsors a broad range of other working committees
covering the gamut of telecommunications industry activities, including the Carrier Liaison
Committee ("CLC"), the Network Interconnection and Interoperability Forum ("NIIF"), the
Ordering and Billing Forum ("OBF"), the Network Reliability Steering Committee (“NRSC”), and
the SONET Interoperability Forum (“SIF).

2 ANSI is anon-profit organization which serves as a national standards clearinghouse.
One of the prerequisites for ANSI accreditation of a standards-making organization, and for fina
ANSI approval of the standards developed by that organization, is conformance to ANS| "due
process' requirements. ATIS and T-1 thus are very careful to comply with ANSI due process
rules. For example, ATIS has a Standards Advisory Committee which has responsibility to audit
T-1to insure that ANSI guidelines are followed.



interexchange carriers, loca exchange carriers and users is absolutely essential for the
telecommuni cations network as awhole to function properly. Any attempt by BellSouth, or even all
the RBOCs as a group, to impede competition by distorting the standards process or creating a
proprietary network architecture would, in my opinion, be easily detected, certain to fail, and self-
destructive.

7. There are three additional powerful forces that make it impossible for BellSouth to
control or unduly influence the national or international standards-setting processes. These three
forcesare: (1) theaccredited national and international standardsbodies, which operate by consensus
of al industry members and in which the RBOCSs, even as a group, have only asmall minority of the
votes; (2) the provision for customer representation in standards bodies and customer demand for
services and equipment which interconnect transparently with the services and equipment of other
suppliers; and (3) federa and state government requirements for interconnection and compatibility,
such asthe equal access required by the FCC and the M odification of Final Judgment, open network
architecture ("ONA") and comparably efficient interconnection ("CEI") asrequired by the FCC, and
the FCC's CPE registration program. This affidavit will focus primarily upon the first two factors,
beginning with the broad reach of international standards-setting.

8. Telecommunicationsstandardsareincreasingly setonaglobal level. Thelnternational
Telecommunications Union-Telecommunications Standardization Sector ("ITU-T," the successor
organization of the International Telegraph and Telephone Consultative Committee, or "CCITT"),
an organization of government representatives operating under treaty, and the International
Organization for Standardization ("1SO"), a voluntary, non-treaty organization of the principal
standardsbodiesin member countries, have cooperated to set forth the ma or end-to-end architectural
components of telephone and information processing networks and systems®. In particular, ITU-T
conducts important global standards work for the Integrated Services Digital Network ("ISDN").
ISDN is currently being made more widely available as a network which provides more powerful,
versatile and manageable communications services. Similarly, Synchronous Optical Network
("SONET") standards, which permit worldwide interconnection of higher speed circuits, were
developed under the aegis of ITU-T.* These standards are at the heart of present and future national,
aswell asinternational, telecommunications systems.

9. Thework of ITU-T and SO cannot be controlled or dominated by any one interest,
and certainly not by BellSouth, which has no votes in either organization. In ITU-T, for example,
the United States, through the State Department, has only one of 163 votes. Furthermore, the United
States’ positions before and contributionsto ITU-T are not determined by any one company but are
discussed and approved at State Department meetings which are open to any interested party.

10.  Similarly, ANSI represents United States interests in SO, and BellSouth is not a
member of ISO. Not even the pre-divestiture Bell System could dictate standards to such
international standards organizations. Asone clear example, in the 1960s the Bell System took the

8 The CCITT was reorganized and re-named ITU-T by atreaty ratified in 1992. For
convenience, and because of the substantial institutional identity of the two organizations, the
work of the former CCITT isreferred to herein under the name ITU-T.

4 Within ITU-T, the SONET standards are referred to as " Synchronous Digital Hierarchy"
standards.



initiative in technological development of DS1 digital carrier systems’ involving a1.544 Mbps digital
line. It urged that 1.544 Mbps line rate be standardized on an international basis. Despite those
urgings, and despitetheactual deployment of the AT& T designinthe North American network, I TU-
T adopted adual standard which included both the 1.544 Mbpsand 2.048 Mbpsrates. Thelatter has
now become prevalent throughout the world except in North America and Japan.

11.  Another example of the former Bell System's inability to impose its will on the
international standards community occurred inthe 1970s. AT& T developed anew signaling system
which it caled Common Channel Interoffice Signaling ("CCIS'). However, the ITU-T
recommendation, while accommodating CCIS, in fact supported another signaling system called
Signaling System 6 ("SS6"). It wasnot until the 1980sthat ITU-T adopted an international standard
evolving from both CCIS and SS6 which has become familiar as Signaling System 7 ("SS7"). This
system is now used widely in both the domestic and international telecommunications networks.

12. In the United States, domestic standards-setting activities are carried on by anumber
of organizations, al of which have broad-based memberships. These organizationsutilize procedures
which follow the elaborate due process requirements promulgated by ANSI.

13.  Of these many domestic standards-setting organizations, the Committee T-1 is one
of the most active. T-1 is an ANSl-accredited, FCC-endorsed national standards-setting
organization, and is sponsored by ATIS. Other important telecommunications standards groupsin
the United States include the X3 Committee, which deals with, among other things, computer and
information processing standards and is sponsored by the Computer and Business Equipment
Manufacturers Association ("CBEMA"); the 802 Committee sponsored by the I nstitute of Electrical
and Electronics Engineers ("IEEE"), which is actively devel oping standards with respect to, among
other things, local area networks; and the TR41 Committee, sponsored by the Telecommunications
Industry Association ("TIA"), which sets standards for telecommunications equipment used at
customers' premises (some of which have been adopted as national standards using ANSI-approved
procedures and as international standards through SO and ITU-T).®

14.  TheCommittee T-1 wasestablishedin 1984 inresponsetoindustry and FCC concerns
about preserving the integrity of nationwide telecommunications in the wake of the impending Bell
Systemdivestiture. T-1wasformed and operates asan independent public committee, receiving only
administrative support and due process oversight (under the ANSI guidelines) from ATIS. A major
part of T-1's activities relate to standards for the interconnection and inter-operability of networks
at interfaces where unaffiliated service providers, or CPE and an exchange carrier, meet. For
example, T-1 studies and establishes interconnection and inter-operability standards at the exchange
carrier/CPE interface, the exchange/interexchange interface, and the exchange service/information
service interface.  Another important function of T-1 is the setting of standards for end-to-end
performance of the network. Specific areas of study and standards-setting within T-1 include
switching, signaling, transmission, performance, operations, administration and maintenance. As of
August 1997, T-1 has developed 263 nationa standards, including standards relating to al of the

s The DS1 digital carrier is atransmission system consisting of 24 separate channels.

6 Under ANSI rules, a sponsor provides the Secretariat function, i.e., administrative support
which permits the proper implementation of ANSI due process procedures. Sponsorship of T-1 by
ATIS or of the X3 committee by the Computer and Business Equipment Manufacturers
Association ("CBEMA™") does not imply that ATIS influences the work of T-1 or that CBEMA
influences the work of X3.



topicslisted above, and hasissued fifty-three Technical Reports addressing on acomprehensive basis
anumber of varied technological issues.

15. Membership in Committee T-1 isopento al entities, foreign or domestic, which have
adirect and material interest in itswork or may beimpacted by anational standard originatingin T-1.
Asof July 31, 1997, 49% of T-1'stotal voting membership of 65 were manufacturers and vendors,
18.5% of the members were local exchange carriers; 21.5% were users and other participants with
agenera interest in its activities; and 11% were interexchange carriers and resdllers.” Together, the
RBOCs and Bellcore constitute only slightly more than 10% of the voting members. T-1 meetings
are announced in advance, held in open public session, and documented with agendas, attendance
records and minutes. Substantive decisions are made by formal vote, usually letter ballot at the full
Committee T-1 level, alowing ample opportunity for review and comment. "No" votes on a
proposed standard must be accompanied by atechnical explanation of the basis for opposition, and
attempts are uniformly made to resolve al comments and reach consensus. Ultimately, every
comment and its resolution are published and the public is advised of the balloting.

16. Some T-1 decisions are approved by smple mgority, e.9., the decision to undertake
new projects, and othersrequire two-thirds approval e.q., draft standards. However, draft standards
have never been approved solely on the basis of a two-thirds vote. ANSI procedures require
consensusfor approval of standards, and consensus requires substantial agreement among all directly
and materially affected interest groups. Standards-setting in T-1istherefore aprocesswhichinvolves
robust debate among all interest groups. Inthisprocess, participantsin T-1 are motivated by the need
to develop technically sound standards which will not only further the goals of their respective
organizationsindividually, but also gain industry-wide acceptance by others. Final standardsrequire
consensus approval in each of four different interest categories (manufacturing, exchange,
interexchange, and genera interest, including users). From a practica point of view, the consensus
required to establish astandard is unanimous or near-unanimous approval among these four interest
categories (though agreement by participating companies within each category may not be
unanimous). Hence, no RBOC, nor al the RBOCs, nor even all exchange carriers (RBOC and non-
RBOC) acting together, can achieve the adoption of a standard which is not supported by
manufacturers, interexchange carriers, and users.

17.  Nor could any group consisting of a small minority of al the voting members (such
as the RBOCs) possibly control or distort the standards process either by controlling committee
leadership positionsor by attendance at committee, sub-committee or working group meetings. With
regard to leadership positions, in particular, committee and sub-committee leaders are elected by all
members, and the RBOCs clearly lack the votes to dominate this selection process, just asthey lack
the votes to control standards directly.

18. In addition, ANSI guidelinesrequire that consensus reached in aworking group must
be reviewed industry-wide and voted upon at the committee level before it can become a standard.
Working group participation is open to all who are willing to provide resources to further the
necessary initial formulation of a proposed standard. Due process in the setting of standards is
assured under the ANSI guidelines. Even in the unlikely event that the working group consisted
entirely of RBOCs (or manufacturers or interexchange carriers), the draft standard would still have
to be submitted to the appropriate sub-committee for consensus and then be submitted to the full
Committee T-1 for voting.

! In addition, any organization or individual may be an observer member. Each such entity is
advised of Committee activities, and may attend meetings and submit comments, but has no vote.



19.  Although standards are "voluntary" in the sense that compliance is not legally
compelled, compliance is not "voluntary" in the sense that a carrier or manufacturer can readily
choosetoignoreastandard. For example, an exchange carrier which wished to ignore an established
standard would find it quite infeasible to deal with other exchange and interexchange carriers which
expected to be able to interconnect using that standard; or to deal with manufacturers which made
equipment incorporating that standard; or to deal with userswho expected to obtain and interconnect
with services using that standard. Additionaly, such behavior would almost certainly result in
complaints of discrimination in various industry forums. Hence, BellSouth could not conceivably
afford to ignore completely an established standard.

20. For al thesereasons, neither Bell South, nor RBOCsgenerally, nor anyoneelseisable
to affect or influence the standards process without technical justification and industry consensus.
Indeed, the essence of the standards processisthat any organization may raise any objection, but that
only objectionswith technical merit and broad industry support can prevent the adoption of otherwise
meritorious standards.

21. AT&T itself made this point before the FCC, during the proceeding on its acquisition of
McCaw Cellular Communications. There, AT& T stated that "existing procedural safeguards[in the
standards-setting process] . . . prevent any single entity from 'dictating’ equipment standards.”
(AT& T'sand McCaw's Opposition to Petitionsto Deny and Reply to Comments, FCC FileNo. ENF.
93A4, filed December 2, 1993, p. 117). AT&T then expanded on this statement, saying that
standards-setting "rules require that standards programs be conducted fairly and in good faith, with
user participation, and that they not be used to restrict competition . . .. Because [of] the. .. 'one
company, one vote' rule, no single firm can 'dictate’ formal standards for the industry [footnote
omitted].” (1d., p. 118).

22. It is true that unanimity among interest categories is often achieved through the
standards process, but unanimity isnot a prerequisite for either the devel opment or final adoption of
telecommunicationsstandards. | ndeed, standardshave on anumber of occasionsbeen adopted despite
the no vote of an RBOC or several RBOCs. For example, the Committee T-1 adopted, with no
undue delay, two standards governing various types of network interfaces over the objection of an
RBOC. (Standard T1.640 BISDN, Network Node Interfaces and Internetwork Interface Rates and
Formats; and Standard T1.646, Broadband ISDN and DSI/ATM User-Network Interfaces).

23. Based upon these rigorous, open and comprehensive processes by which
telecommuni cations standards are adopted and implemented, there is ssimply no significant possibility
that anticompetitive bias could beintroduced into the national network, or any part of it, by BellSouth
or by the RBOCs asagroup. The standards processesin fact represent, as they were designed and
intended to do, a guarantee that the evolution of the telecommunications network will proceed for
the common benefit of al participants, with no real possibility of anticompetitive discrimination in
favor of any one industry segment.

I.MARKET AND TECHNICAL OBSTACLES PREVENT DISCRIMINATION

24, In addition to the participation of a broad range of entities in various nationa and
international standards setting bodies, a related deterrent to discriminatory behavior by a single
dominant entity or group of entities is the number and variety of competitors in the
telecommunicationsindustry. Since at least the early 1980s, each year has seen many diverse types
of competitors(wirelessproviders, cable TV companies, satellite providers, information and enhanced
service providers, competitive local exchange carriers, etc.) entering the industry. Those new
competitors are often non-traditional entrants who also bring with them new and different categories
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of suppliersto theindustry. It thus becomes practically impossible for acompany like Bell South to
engage in discriminatory network planning and implementation. Because of the sharing of network
facilities dictated by today’ s network as discussed immediately below, the ever increasing number of
industry participants with their diverse needs and views subject BellSouth and the other RBOCsto
increased scrutiny and, practically-speaking, immediate detection of any such attempted
discrimination.

25. Further, as regards the actual current operation of the network, anticompetitive
discrimination is not possible in light of the technologies now being used (let alone those which will
be introduced in the near future to further improve the network's performance). One of the main
trends in telecommunications technology today is toward large-scale, more powerful devices. This
trend, which has been in place for some time, in turn leads to service applications of increasing scale
and scope. That isto say, in practical terms, that both switching and transmission systems must be
shared among many users and over avariety of services, in order to be used most efficiently.

26. In exchange carrier networks, this need for sharing causes both exchange and
exchange access services to be carried over the same transmission facilities and through the same
switches (except in the case of a final dedicated transmission link from an RBOC switch to an
interexchange carrier POP, which isaddressed in paragraphs 33-34, infra). Both thelocal switching
element and the tandem switching e ements are provided using the same switchesthat Bell South uses
to provideservicetoitscustomers. With regard to end-user customers, thisintermingling of all types
of traffic on common facilities effectively negates any credible prospect of discrimination.

27.  The extensive sharing of transmission facilities means that BellSouth could not
discriminate against calls made using the services of a competing interexchange carrier without
simultaneously harming its own exchange services and exchange access provided to itsinterLATA
affiliate. 1t simply would not be possibleto single out long-distance calls of other carriers customers
and selectively degrade those calls, or degrade the exchange services of those customers, without
causing widespread and intolerable damage to Bell South's own transmission services.

28.  Moreover, BellSouth has been providing both direct interoffice transport and shared
interoffice transport services and tandem switching services to interexchange carriers since 1984.
During this time, both BellSouth and the I X Cs have devel oped methods of monitoring BellSouth’s
performance in both providing services and maintaining the services once installed. For example,
AT&T hasavery detailed performance evaluation system that it uses for switched and special access
services provided by BellSouth. This system measures over 100 performance items each quarter.
Included are such items as Access Network Reliability, number of blocked calls on BellSouth’s
switched access network, maintenance and installation of test lines, SS7 network performance,
percent of trunk groups meeting or exceeding AT& T grade of service, due dates not met, and many
other measures of interoffice transport performance. In addition, several other major I XCs, including
but not limited to MCI, Sprint, and WorldCom, use similar evaluation systems to closely monitor
BellSouth’s performance. It should also be noted that access to Bell South’ s network performance
management capabilitiesisnot limitedto I XCs. BellSouth providessimilar accessto such capabilities
to Competitive Access Providers (CAPs), such as Teleport Communications Group (TCG),
Metropolitan Fiber Systems (MFS), and IntelCom Group, Inc. (ICG), and to Competitive Local
Exchange Carriers (CLECs).

29. BellSouth’ saccesstariff incorporatesor references appropriate technical publications
for the transmission quality specifications for access services provided to IXCs. These include
requirements for parameters such as transmission 10ss,

C-notched noise, C-message noise, 3-tone slope, direct current continuity, and operationa signaling.
With the results of theseinitial baselinetests, a carrier would be able to detect any degradation of the
facility after it was installed.



30.  Themost common type of access connection isa Feature Group-D trunk. Included
in the testing capabilities, referenced in BellSouth’s Tariff FCC No. 1, is seven digit access to a
balance (100 type) test line, milliwatt (102 type) test line, nonsynchronous or synchronous test line,
automatic transmission measuring (105 type) test line, data transmission (107 type) test line, loop
around test line, short circuit test line, and open circuit test line. In addition, in-service tests may be
scheduled any time after the installation of a Feature Group-D trunk for verification of circuit
performance. All of these access test facilities will continue to be available to the IXCs. Thiswill
enable any carrier to detect service problems on the facilities being obtained from BellSouth. Also
included in the Bell South Tariff FCC No. 1 are provisions that require Bell South to provide service
performance data on end-to-end service. These provisions will continue to be available to IXCs.

31.  BellSouth aso provides specia access performance monitoring via the Hekimian
Performance Monitoring Integrator. Thissystem placesperformancethresholdsonindividual special
access circuits assigned to I XCs and/or CAPs. The system then monitors the circuit and provides an
index that measures signal loss and other performance criteria. Bell South performance monitoring
technicians then proactively perform maintenance on any circuit experiencing degradation prior to
the occurrence of an actual circuit failure. This surveillance of access quality is done on the entire
universe of circuits and not on an access customer-specific basis.

32.  As discussed above, al the magor IXCs have detailed monitoring processes,
independent of Bell South's monitoring and testing offerings, which cover al phases of BellSouth’s
operations relating to the provision, maintenance, and billing of switched and special access services
to IXCs. Any change in the level of service being provided to an IXC by BellSouth would be
immediately detected through these I XC monitoring processes and/or the monitoring and testing
capabilities by provided by BellSouth.

33. In the case of an unbundled loop used by a CLEC/interexchange carrier to provide
telephone exchange service and exchange access, the unbundled loop will most likely bein the same
cable sheath with other loop facilities providing BellSouth’ s local exchange service. Any cable cut
or outage would have the same effect on the services of all interexchange and exchange service
providersusing the cable, including Bell South and CLECS. In order to minimizetheimpact of shared
facility failures or outages on interexchange carriers, BellSouth offers on atariffed basis the same
capabilities (diverse routing, feature testing, test access points, etc.) it uses itself in the event of a
failure or to protect against afailure.

34. It should aso be noted that the network unbundling requirements of the
Telecommunications Act of 1996 will lead to both an increased number of network interconnection
points as well as an increased sharing of unbundled network elements and facilities by all
telecommunication service providers, thus further ensuring the impossibility of purposeful, targeted
degradation of the network or its associated network elements by BellSouth or any local exchange
carrier.

35.  The signaling network, which has dramatically changed from predominantly multi-
frequency in-band to SS7 out-of-band since divestiture, is aso shared between exchange and
exchange access services. The shared impact upon both exchange and interexchange carriers from
any difficulty in the SS7 network became apparent severa years ago, when massive service outages
were experienced in the national network as the result of bugs in the SS7 software. These outages
affected local and interexchange carriers alike. The industry responded to these problems with,
among other things, the formation of the Network Reliability Council (“NRC”) under the aegis of the
FCC. The NRC effort recently completed its third stage with the July 15, 1997 presentation of the
Network Reliability and Interoperability Council (*NRIC”) report to the FCC. The FCC approved
formation of the NRIC with two subtending Focus Groups to address issues related to the
coordination of interconnectivity and interoperability. | served asthe Chairman of one of these Focus
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Groups, which investigated barriers to interconnectivity and developed recommendations for
overcoming these barriers from both network-to-network and network-to-CPE perspectives.
Another NRIC Focus Group specifically examined the existing standards setting processes to
determineif these processes addresstheindustry’ scurrent needswith regard to interconnection. The
NRIC’s Report to the FCC included a multitude of recommendations covering several key areas
includinginteroperability planning, implementation planning for network i nterconnection, operations,
user interoperability, internet interconnections, and the standards development process. The
recommendations in this report will without doubt improve interconnection and interoperability
between networks. 1n addition, the report’srecommendationsrel ative to the standards devel opment
processwill further ensurethat this processiseffective, non-discriminatory, and opento al interested
parties. The NRIC and itstwo Focus Groups were open forums with cross-industry representation.
Any decisions or recommendations were based on input from and consensus of all participants. This
is a pefect example of active LEC participation in industry activities to further ensure
interconnectivity and interoperability between all telecommunications service providers, as well as
to improve the industry-wide standards process.

36.  While an attempt at discrimination in signaling services presumably would be more
subtle than a mass outage, it is unlikely that today's technology would permit any "fine tuning” of
discrimination. Any such attempts would have to elude detection by the many interested parties
observing this sensitive arena, while at the same time being obvious to their intended targets and
effectivein coercing themto change carriers. Thereisno reasonable prospect that this could succeed
undetected, and thus an attempt to implement such a discriminatory scheme would not be a rational
act.

37.  With regard to switching, the leading-edge Asynchronous Transfer Mode (“*ATM”)
technology now being introduced into the network is expected to permit even greater combinations
of signals for voice, video, data and image switching. In addition, SONET standards for optical
transmission have aready increased the capacity of single optical fibersin the network to 2.5Ghps?
and even higher in some new systems. These trends will continue for the foreseeable future and
thereby reinforce the requirement for facilities sharing between exchange and exchange access
services, while virtually eliminating any practical possibility of discrimination.

38.  Onanother front, Intelligent Network capabilitiesincluding the Advanced Intelligent
Network (AIN), which permit customers to custom design their own routing patterns, are being
introduced by both exchange and interexchange carriers. The complexities that would be entailed in
developing a sufficient understanding of each and every customer's routing schemes are simply too
great for any meaningful pattern of discrimination to be developed and maintained cost-effectively.
With regard to switched services, therefore, discrimination would be virtualy impossible to
accomplish in any competitively meaningful sense.

39.  With respect to the portion of the transport system that is dedicated to a single
interexchange provider, i.e., the link from the BellSouth switch to the interexchange carrier POP,
el ectronicinterfacesbetween operations systemsare now being deployed. Thesee ectronicinterfaces
permit interexchange carriers and other access customers to use the same testing or administrative
systemsfor their access servicesthat the serving exchange carriersusefor those same services. These

8 "Gbps' stands for gigabits per second. A gigabit isone billion bits, and a transmission
speed of two and one-half billion bits per second is extremely fast -- the equivalent of more than
32,000 simultaneous phone calls. Indeed, this technology was still in laboratory testing as little as
five years ago.



arrangements eliminate the possibility of any differencesin the abilities of exchange carriersand their
access customers to observe, measure and evaluate the performance of the dedicated portion of the
customer'sexchange access services. Infact, asapractical matter the | XCs, and particularly thelarge
facilities-based carrierssuch asAT& T, could monitor interconnected RBOC facilitiesto virtualy any
extent they choose, without passively awaiting customer complaints. For example, the IXCs could
monitor various technical parameters, such ashit errors and loss of signal, which affect transmission
quality. Electronicinterfaceswill provide real-time accessto Bell South’ stesting and administrative
systems to further enhance the monitoring capabilities availableto IXCs. ThelXCsthusareonly as
helpless beyond the POP as they choose to be.

40.  Nor could traffic control software programs be altered to selectively disrupt non-
RBOC interexchange traffic by increasing the number of blocked cals. | know of no way to do this
with current technological capabilities. Existing control programsaffect al traffic onthe network and
could not feasibly be used to target the traffic of particular IXCs. Any manipulative change in such
software would be expensive both to design and deploy, and would also result in the loss of access
revenues which otherwise would be earned through the completion of blocked calls. It would aso
necessarily involve the knowing participation of many BellSouth employees in many areas of the
company. In addition, any attempt to selectively alter traffic control software programs would
involve the knowledge and participation of unaffiliated hardware manufacturers and software
developers, many of whom would likely be unwilling to develop selective modifications and al of
whom would be completely free to inform others that such selective modifications had been
requested. The knowledge and participation of so many partieswho have no interest in favoring any
particular carrier (and indeed have a business interest in remaining neutral between customers who
compete) would rai sethe certain prospect that the attempted mani pul ation would quickly berevealed.

41. Moreover, the assignment and provisioning of BellSouth's equipment and facilities
have been almost completely computerized. The systems which assign central office equipment,
trunks, loops and nearly all other facilities do so automatically, based on the technical requirements
of the service being provided and equipment availability. Thereislittle, if indeed any, opportunity
for intervention in the mechanized assignment and provisioning process to provide competitors with
purposely degraded facilities. Most of Bell South's other technical and operational activitiesare dso
now mechanized, and smilarly present very little potential for purposeful discrimination. Any
attempts at such discrimination would have to involve interference with the normal and established
operation of these systemsand willful degradation of facilitieswhich would be obviousto any auditor.

42. In addition, BellSouth's widespread deployment of SONET technology permits
immediate reconfiguration should a dedicated exchange access facility experience any malfunction.
This reconfiguration capability can be designed by the access customers themselves, including
interexchange carriers, and will operate automatically. Moreover, it is sophisticated enough to
operate in the case either of complete failure or of less-severe service degradation. Once again, any
attempted discrimination would be quickly and effectively remedied.

43.  All of the above advances in technology (SS7 out-of-band signaling, ATM, AIN,
electronic interfacesto operations systems, and SONET) are being incorporated into Bell South'sand
the interexchange carriers networks as quickly asthey become technically and economically feasible.
In fact, many of these technical capabilities are aready widely deployed in BellSouth’ s network and
available for use by all interexchange carriers. There is every indication that this process of
technological modernization will continue apace throughout the coming years, and each new
generation of equipment will provide further barriers to any potential forms of discrimination.

[11.CONCLUSION
44, Based upon my knowledge of and experience in the telecommunications industry,
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there is no reasonable possibility that BellSouth, if allowed to enter the in-region interexchange
marketplace, could discriminate anticompetitively against rival interexchange carriers. Any such
attempt would confront insuperable barriers to Bell South’ s success because of the manner in which
the national (and international) telecommuni cations system is being devel oped through the standards
process, and because the telecommunications technology employed today would require a
discriminatory BellSouth to inflict unacceptable damage on its own services in pursuing any
conceivable discriminatory scheme. Moreover, the pursuit of such a scheme, if it actualy resulted
indifferential servicelevels, would be immediately obvious to the other participantsin and observers
of the telecommunicationsindustry. Today, any claim that Bell South could discriminate to favor its
ownin-regioninterexchange servicesis, from atechnological viewpoint, smply an argument that has
outlived itstime.



45, | hereby swear that the foregoing istrue and correct to the best of my information and belief.

John R. Gunter
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Subscribed and sworn to before me this
day of , 1997.

Notary Public
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Decl aration of Professor Jerry A Hausnan

1. | am MacDonal d Prof essor of Econonics at the Massachusetts Institute

of Technol ogy in Canbridge, Massachusetts, 02139.

2. | received an A B. degree fromBrown University and a B.Phil. and D
Phil. (Ph.D.) in Economics from Oxford University where | was a Marshal
Scholar. My academ c and research specialties are econonetrics, the use of
statistical nodels and techni ques on econom ¢ data, and m croeconom cs, the
study of consuner behavi or and the behavior of firms. | teach a course in
"Conpetition in Tel ecommuni cati ons"” to graduate students in econon cs and
busi ness at MT each year. Conpetition in long distance is one of the primary
topics covered in the course. | was a nenber of the editorial board of the
Rand (formerly the Bell) Journal of Econom cs for the past 13 years. The Rand
Journal is the |eading econom cs journal of applied mcroeconom cs and
regul ation. |In Decenber 1985, | received the John Bates Cark Award of the
Ameri can Econom ¢ Association for the nost "significant contributions to
econom cs" by an econom st under forty years of age. | have received nunerous

ot her academ ¢ and economi c soci ety awards.

3. | have done significant amounts of research in the
t el econmuni cations industry. M first experience in this area was in 1969
when | studied the Al askan tel ephone systemfor the Arnmy Corps of Engineers.
Since that tinme, | have studied the demand for |ocal neasured service, the
demand for intrastate toll service, consuner demands for new types of
t el econmuni cati ons technol ogi es, margi nal costs of |ocal service, costs and
benefits of different types of local services, including the effect of higher

access fees on consuner welfare, demand and prices in the cellular tel ephone
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i ndustry, and consuner demands for new types of pricing options for |ong
di stance service. | have also studied the effect of new entry on conpetition
i n pagi ng markets, tel ecomunications equi pment markets, and interexchange
mar ket s and have published a nunber of papers in academ c journals and books
about tel ecommunications. | have also edited two recent books on

t el econmuni cati ons, Future Conpetition in Tel econmuni cations (Harvard Busi ness

School Press, 1989) and d obalization, Technology and Conpetition in

Tel econmuni cati ons (Harvard Busi ness School Press, 1993).

4. | have previously provided affidavits to the FCC on conpetition
anong | ong distance providers. | submitted an affidavit to the FCCin
Novenmber 1993 regardi ng conpetition for Basket 1 services in the |ong distance
i ndustry as part of the AT&T dom nance proceeding. | also submtted
affidavits in 1994 and 1995 on conpetition anmong | ong di stance providers to
t he Departnment of Justice (DQJ) regarding the waiver request of the Bel
Operating Conpanies (BOCs) to provide cellular |Iong distance and to provide
l andl i ne |1 ong di stance service. For this declaration | have updated ny
anal ysis by using newly available data from 1997. | have been asked by
Bel | South to consider the question of whether consumers would benefit from BOC
entry into the residential |ong distance market and, if so, whether there

shoul d be any | ocal conpetition prerequisite to BOC interLATA entry.

I. Summary and Concl usi ons

5. BOC entry into long distance will |ead to decreased prices and
i ncreased conpetition. BOCs have an economc incentive to offer |ower prices
than interexchange carriers (IXCs). Market evidence for landline |ong
di stance offered by SNET in Connecticut and by GIE el sewhere in the US
denonstrates that prices could well decrease by about 17-18% Econom c

benefits to residential custonmers would be in the range of $6-$7 billion per



year .

6. BOC entry into long distance creates incentives for faster |oca
entry, especially by I XCs. Al conpeting carriers will want to offer one-stop
shoppi ng, so BOCs and | XCs will conpete in both |ocal and | ong distance
markets, if permitted to do so by the Conm ssion. Consuners will benefit from

havi ng the option of one-stop shopping for tel ecomuni cations servi ces.

Il. BOC Entry into Long Distance WI| Lead to Lower Prices and
| ncreased Conpetition

7. Most students of tel ecomuni cations agree that custoners want some
degree of one-stop shopping. AT&T, MI, and Sprint have all stated publicly
that they believe it is inmportant conpetitively to be able to offer one-stop
shopping. BOC entry into long distance will pernmt the BOCs to offer one-stop
shopping to conpete with AT&T, MCl, Sprint, Time Warner, and other conpanies
who have publicly announced their future strategy. Increased choices to
consuners make them better off, so they will benefit fromBOC entry into | ong
di stance. Furthernore, market data fromthe UK and Canada denonstrate that a
significant proportion of consunmers will choose the one-stop shopping package
if it is nmade available.® However, increased choices will not be the only

consumer effect of BOC entry. Lower |long distance prices and increased |ong

di stance conpetition will be the main benefit. |In a market of about $67
billion per year, price decreases will create consumer benefits in the
billions of dollar per year. Market evidence which I discuss bel ow

denonstrates that | ong distance prices have decreased in landline |ong

di stance in Connecticut where SNET has been permtted to provide conpetition

1. For instance, in the UK greater than 50% of cable custoners al so
buy their local and | ong distance tel ephone service fromtheir cabl e operator.
| exam ne data from Canada subsequently.
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to the 1 XCs and in California and other states where GIE has been pernmitted to

provi de conpetition to the | XCs.

8. BOC entry into long distance will increase the econom c incentives
and the ability of I XCs to begin to offer |ocal services. BOC entry wll
renove restrictions on AT&T, M, Sprint and other |IXCs from bundling resold
| ocal services with their [ong distance services. The renoval of bundling
restrictions will increase the expected economc return to | XCs fromoffering
| ocal services. Thus, conpetition will increase in |ocal markets and in | ong
di stance markets since consuners have indicated their preferences for one-stop
shopping. Increased conpetition by BOCs in |ong distance markets will benefit
consumners through | ower |ong distance prices and through one-stop bundl ed
packages of |ocal and |ong distance services offered by the BOCs and by the
| XCs. Increased conpetition will occur in |ocal markets because once the BCCs
begin to offer bundl ed packages of |ocal and | ong di stance services, | XCs wll
have to respond conpetitively with simlar bundl ed packages of |ocal and | ong
di stance services. The goals of increased conpetition of the Tel ecom Act of
1996 will be furthered since conpetition will increase in both | ong distance

and | ocal nmarkets.

9. The ability of the BOCs to engage in joint marketing of |ocal, |ong
di stance, and nobil e packages will also increase conpetition in |ocal nmarkets
(where | XCs and ot her competitors will be required by conpetition to respond
with conpetitive offerings) and in | ong distance and nobile nmarkets (where
again conpetitive offerings will expand and prices will decrease). The
current policy which restricts bundl ed of ferings and joint narketing is a

restriction on conpetition by regulation which is harm ng consuners.

10. The Commission's recent ruling on Ameritech's M chigan application

(FCC 97-298, August 19, 1997) fails to recogni ze the substantial consuner
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benefits fromthe availability of one-stop shopping, joint nmarketing, and
| ower residential |long distance prices. Instead, the Ameritech order states
that the public inquiry "should focus on the status of market-opening neasures
in the relevant | ocal exchange nmarket". (para. 385) The Order states that BOC
entry into long distance market is "an incentive or reward for opening the
| ocal exchange market." (para. 388) The Conmmission is once again failing to
recogni ze that regulation is nmeant to benefit consuners, not to further other
obj ectives of regulators which can | ead to decreases in consuner welfare on an
overall basis. The Commi ssion's view of BOC | ong distance entry as a "reward"
does not anal yze the effect on consunmers of restrictions on the BOCs whil e
they seek to achieve "reward status" according to the Comm ssion's dictates.
My acadeni ¢ research has denonstrated that the Commi ssion's previous
regul atory actions on voice nessagi ng cost consuners over $1 billion per year
and the Commission's regulatory actions on cellular cost consuners about $25
billion per year.? Here, the Conmission's policy |ikew se is costing
consuners billions of dollars per year, as | denonstrate subsequently, plus
the benefits of one-stop shopping which consuners have indicated neets their
preference for buying tel econmuni cations services. Furthernore, as |
expl ai ned above, |ocal tel ephone custoners suffer as well from di m ni shed

conpetition in those markets.

11. The Commission's "no barriers to entry" standard of regul atory
perfection directly harns consuners by costing thembillions of dollars per
year. The policy is also not based on sound econom c reasoni ng. Econom c
anal ysis for policy making considers the benefits and costs of a given policy

design and attenpts to equate the marginal benefits and margi nal costs. As |

2. See J. Hausman, "Valuation and the Effect of Regul ati on on New
Services in Tel ecommuni cati ons”, forthcom ng in Brookings Papers on Economnic
Activity, M croeconom cs 1997.




6
denonstrate bel ow the nmargi nal costs of the Conm ssion policy of not
permitting increased conpetition in long distance markets is high--in the
billions of dollars per year. The margi nal benefits of the regulatory
perfection standard of no barriers to local entry are considerably |ess than
the Aneritech decision inplies. |If all significant barriers barriers to |oca
entry have been renoved, the Conm ssion should pernmit BOC entry into | ong
di stance markets.® However, even if say 95%of the barriers to entry had
been elimnated and 5% remained, it would not be in the consuners' best
interest to forgo the billions of dollars of consumers benefits fromlong
di stance conpetition to achieve the last 5% of entry barrier renmoval. Thus,
the Ameritech decision does not do the correct tradeoff analysis that economc

anal ysis denonstrates |eads to the greatest consumer benefits.?

A. Econom c Theory Denpbnstrates that BOCs Have an Econonic | ncentive
to Decrease Long Di stance Prices

12. Econom c theory denonstrates quite clearly that BOCs have an
econom ¢ incentive to decrease long distance prices. First, BOCs will have
econom es of scope which (to the extent they can be realized consistent with
FCC rules) will lead to | ower costs and |lower prices. NMore inportantly,
because (under current regulatory policies) access and | ong di stance are both
sold at prices well above marginal (incremental) cost to cover the large fixed

costs of the local and | ong di stance networks, the "doubl e marginalization”

3. By significant barriers to entry, | nean barriers to entry that
woul d al l ow a BOC to charge supra-conpetitive prices.

4. This situation is simlar to the previous Conmm ssion decision in
1981 which did not permt BOC entry into voice nmessaging and which led to
approximately a ten year delay before the service was offered. | estimate
that this FCC decision cost consunmers about $1.2 billion per year. See J.
Hausman, Valuation and the Effect of Regul ation on New Services in
Tel econmuni cations, forthcom ng in Brookings Papers on Economic Activity,
M croecononmi cs 1997. No rational economic analysis could have led to the
concl usion that the possible cost of BOC entry in ternms of consuner harm coul d
have been anywhere near this anount.
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effect will give the BOCs an econonic incentive to |lower prices. The double
mar gi nal i zati on effect occurs when two conpanies are in a vertica
supplier/custoner relationship. The upstream conpany sets its margin to
maximze its profits individually while the downstream conpany does the sane.
I f the upstream conpany begins to offer the downstream product al so, it
generally will set the final price of the downstream product to maximze its
profits jointly. The conpany offering the conbined product will often find it
profitable to lower the price of the final product because it can increase its
profits by lowering the price of the final product bel ow the conbined price of
the previous econonmic situation. This price decreasing effect of vertica
i ntegration has been recogni zed by econonists for decades.® Wile access
ref ormunder the 1996 Act has decreased the access margin, it has not
elimnated the entire margin. Thus, the price decreasing effect of BOC entry

into long distance will remain.®

13. Suppose the BCC increnmental margin on access is $0.03 per mnute
while the I XC incremental nmargin on residential |ong distance service is at
| east $0.07 per minute. The BOC would find it to be profit maxim zing to | ower

the total margin from $0.10 per mnute because it earns both nargins, rather

5. See e.g. J. Tirole, The Theory of Industrial Organization
Canbri dge, 1988, p. 174 ff. Tirole discusses the "fanous illustration of
doubl e marginalization"” of J. Spengler, "Vertical Integration and Antitrust
Policy", Journal of Political Econony, 58, 1950. Wile the original exanple
of doubl e marginalization was in the case of nmonopoly, it is well known to
work in the case of inperfect conpetition as well. Inperfect conpetition
occurs in tel ecommunications markets because of |arge fixed and comobn costs.
VWiile a large literature exists that can sonetines |lead to adverse results to
consunmers with vertical integration, these results are not applicable in the
current situation because the BOCs' access price is regulated and they cannot
cause the 1 XCs to exit the |long distance market given equal access regul ation
and the presence of substantial sunk costs.

6. Al t hough BOC entry together with the resulting price decreases nmay
harm sone inefficient 1 XCs, the public interest inquiry concerns protection of
conpetition, not inefficient conpetitors. Al so, note that under Sections 251
and 252 of the 1996 Act, | XCs have the ability to provide facilities-based
access, which allows themto realize both margins simlar to the BCCs.
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than only a single margin ($0.03 for access + $0.07 for long distance = $0. 10
total margin).’ Wien the BOC decreases the price slightly, it sells nore
access and nore | ong distance and earns approxi nately $0.10 per mnute, while
if an | XC decreases the price it only receives the additional nmargin from

i ncreased | ong distance of $0.07 per mnute. Thus, the BOC has a greater

i ncentive to charge |lower long distance prices than an | XC. Furthernore, when
the BOC | owers the | ong distance price, the I XCs will |ower their prices,
which will increase the nunber of |ong distance m nutes demanded and the

nunber of access minutes for the BCOCs.?®

14. Using a long distance elasticity estimate of -0.723 and an econom c
nodel of AT&T price |eadership in residential |ong distance, | conpute that
BOC entry will lead to decreased |ong distance price of at least 15-25%° The
I ong distance price elasticity predicts the percentage increase in |ong
di stance calls for a 1% decrease in long distance prices, and the cal cul ation
finds that the BOCs have a significant economc incentive to | ower prices
because of the significant increase in long distance traffic that a | ower
price would cause. Thus, econonic analysis predicts that BOC entry creates an

i ncentive for BOCs to decrease |ong distance prices and increase |ong distance

7. Note that the BOC would al so be using two sets of facilities, |oca
access and long distance facilities, to earn this higher margin

8. Thi s econom ¢ reasoni ng holds true under a wi de range of specific
assunptions about the exact size of the rel evant margins.

9. If I let the long distance margi n be hi gher than ny previous
assunption of $0.07 per mnute, which is likely to be the actual situation, |
woul d estimate a | arger expected decrease in long distance prices. The market
price elasticity that | use is widely accepted in the economics literature.
See J. Gatto et. al., ™"Interstate Switched Access Demand", |nformation
Econonics and Policy, 3, 1988, and W Taylor and L. Taylor, "Post-Di vestiture
Long- Di stance Conpetition in the United States", Anerican Econonic Review, 83,
1993.
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conpetition. Consumers would benefit fromthis outcone.®

B. Long Distance Entry by SNET has Led to Decreased Long D stance
Prices

15. BCC entry into long distance will alnbst surely lead to price
decreases for consumers, especially residential customers. Decreased prices
shoul d be an inportant consideration for a public interest deternination
regardi ng BOC entry since consuners always benefit from decreased prices for a
product or service (holding quality constant). To the extent that BOCS are
permtted to enter the nmarket, prices will decrease because the BOCs w |l
start with a 0% share and be forced to attract customers away from AT&T, M
Sprint, and other |1 XCs. Custoners will be nade better off by the decreased

prices and increased conpetition.

16. An exanple of consumer benefits and increased conpetition from LEC
entry into long distance is Southern New Engl and Tel ephone Conpany ( SNET).
SNET was part of the old AT&T system but because it was minority owned by
AT&T, SNET was not covered by the MFJ. SNET provides |ocal tel ephone service
to all of Connecticut (except for Geenwich). Thus, SNET is in a simlar

position to a BOC, for instance Bell South in any of its nine in-region states.

10. Thi s concl usi on woul d agai n hold under a w de range of
assunptions. For instance, if instead of a price |eadership nodel by AT&T, |
used an ol igopoly nodel of |XC behavior such as a Cournot nodel, | would again

find a substantial predicted decrease in |long distance prices fromBQOC entry
because the firmprice elasticities increase with BOC entry. Hi gher firm
price elasticities lead to nore conpetitive prices. Actual market outcones,
which | discuss below, further denonstrate that prices decrease significantly
when a LEC is permitted to provide |ong di stance servi ce.

11. AT&T has cl ai med nunerous tines that the reason that it has
continued to increase Basket 1 prices is that the FCC set these prices too
low. Indeed, AT&T's econonmists, Prof. WIllig and Prof. Bernheim stated that
the fact that Basket 1 prices were too |low was their "central observation" in

an affidavit filed with the Departnment of Justice regarding BOC entry into
| ong distance. (Affidavit of Prof. R WIlig and D. Bernheim 1995, p. 138).
However, BOC entry will lead to | ower prices.
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SNET has been all owed to provide interLATA | ong di stance service, and has
offered attractive price plans. By doing so, SNET is reported to have gai ned
about a 35% 40% share of |ong distance business in Connecticut, and its |ong
di stance custoner base and interstate |ong distance revenues are growing in
excess of 40% per year. To conpare SNET's prices to AT&T's, | gathered data
during early January 1997 on SNET's |long distance prices.™ Using a typica
pattern for residential customers, | estimated that SNET's prices were 24.0%
| ower than AT&T for a customer who did not qualify for an AT&T di scount plan
and 10.6% 1| ess for customers who qualified for an AT&T di scount. Using the
estimated nunber of AT&T custoners on a discount plan, | find that overal

SNET residential prices were about 18.4% | ess than AT&T's prices on average.

17. To do sone direct conparisons, SNET's peak period (no discount)
interstate price was $0.23 per minute while AT&T's was $0.31 per nminute, a
difference of 34.8% Since SNET does not bill in full mnute increments the
actual difference will be even larger. For an average user who qualifies for
a discount, SNET's price decreased to $.20 per mnute while AT&T' s decreased
to $.233 per mnute, for a difference of 15.5% Simlar differences existed
for shoul der and of f peak periods. SNET charged a uniformrate for both
shoul der (5-11 PM and of f peak of $.13 per minute, while AT&T charged $.19 per
m nute for shoulder and $.16 per minute for offpeak, both significantly above
SNET's rates. Thus, while the per mnute average differed depending on the
exact calling pattern for a particular residential user, SNET' s rates were

significantly bel ow AT&T's rates in Connecticut.

12. Sout hern New Engl and Tel ecomuni cati ons Cor poration Press Rel ease
July 24, 1997.

13. SNET had both | ower prices than AT&T and a | onger offpeak period,
both of which lead to savings for consuners.

14. | only use interstate rates in the conparison since those rates
are anal ogous to the interLATA rates affected by the prohibition on the BOCs
to provide interLATA long distance. To the extent that AT&T has decreased its
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18. This conparison of AT&T and SNET did not account for the recent
price changes enacted on July 1, 1997 by AT&T due to their promse to the FCC
to lower residential |ong distance prices when access rates were decreased.
However, | checked AT&T's new prices in Connecticut and | found a simlar
rel ati onship of SNET undercutting AT&T prices. In particular, AT&T decreased
its peak period rate to $0.29 per mnute and al so decreased its eveni ng and
ni ght rates. However, AT&T does not include these |lower rates in its discount
pl ans, so that custoners who qualify for discounts still pay the previous
rates. | now estimate that overall SNET rates are about 17.3%/ ess than

AT&T's interLATA rates in Connecticut.

19. During 1997 AT&T has offered one-rate plans, with the primary
advertised package a single rate of $0.15 per minute at all tines of day.
However, SNET has undercut AT&T prices here as well. SNET offers a discount
of 10% 15% of f the $0.15 per minute price depending on nonthly calling vol une.
SNET al so bills in per second increnents while AT&T bills in per mnute
increments.® Taking these two source of price differences into account and
assum ng an average long distance call of 4.0 minutes with a uniform
di stribution across seconds, | estimate that SNET's one-rate prices are

approximately 17.5% | ower than AT&T's one-rate prices.' This estimate is

intrastate rates to consunmers, which may be conpared to intralLATA rates in the
BOCs' territories, an additional consumer benefit would arise fromincreased
conpetition. AT&T has decreased its intrastate rates in Connecticut because
AT&T cannot |lower interstate rates only in Connecticut, but would be required
to do a nationwi de price decrease which would not be in AT&T's profit
maxi m zing interest since it does not face |ong distance conpetition from BOCs
(or other LECs) in nost other states.

15. AT&T also offers a | ower one-rate price after payment of a nonthly
fee. However, AT&T's nobst econom cal plan bills in one mnute increnents so
that it generally continues to be nore expensive than SNET's one-rate plan
al t hough the percentage difference decreases for greater nonthly usage.

16. Use of a log normal distribution for call duration yields a
m ni mum estimte of 17.5% As the variance of the distribution increases the
per cent age di scount al so increases.
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quite close to the 17.3% esti mate above on the standard | ong di stance rates.

C. @&ins in Consuner Welfare from Decreased Long Di stance Prices

20. On a national basis, if conmpetition had the sane effect as in
Connecticut, the benefits to residential |ong di stance custonmers can be

cal cul ated using a well known economic approach.

Change in Consuner Wl fare fromLower Long Di stance Prices

m

)\Nz E 7)pi (qi + .5)qi)

i =1

~ E )_Pi[piqi + . 50, [%](piqi)]

i=1 P;
where: g, = quantity (1)
p, = price
O, =priceelasticity
Jp;/ p; = percentage change in price

The first termin the formula is the percentage price change tines the size of
the residential |ong distance market which | estimate to be approxi mately
$33.7 billion. | first use the SNET prices fromJanuary, 1997 to estinmate the
consunmer savi ngs which are approxi mately $6.2 billion per year.'® Thus, the

direct savings to residential |ong distance customers would total about $6.2

17. This formula is well known in the public finance literature in
econom cs. See e.g. A Auerbach, "The Theory of Excess Burden and Opti nal
Taxation", in A Auerbach and M Fel dstein, Handbook of Public Econonics,

Anst erdam 1985. The second termin the fornmula is calculated with (utility)
conpensated quantities using the formula fromJ. Hausman, "Exact Consuner's
Sur pl us and Deadwei ght Loss", Anerican Econonmic Review, 71, 1981

18. This termarises frommultiplying $33.7 billion by 0.184.
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billion per year. The second termin the equation arises fromincreased
consuner wel fare from nmaki ng nore | ong di stance calls because of the | ower
prices. Here, | need an estimate of the unconpensated price elasticity so
that | use -0.723 given above. This terns |eads to another $406 nmillion in
i ncreased consuner welfare that would arise fromadditional calls that
custonmers woul d pl ace because of the lower rates.? The total increase in
consuner wel fare using 1996 values is $6.6 billion, under the assunption that
AT&T and other major I XCs will be forced to respond to BOC entry with | ower
prices.?® Additional gains would also go to businesses because of the
i ncreased conpetition which would Iikely lead to | ower |ong di stance prices

for snmall busi nesses.

21. Wen | update the cal cul ati ons using AT&T' s August 1997 rates,
which inply a price change of 0.173, and expected 1997 | ong di stance revenues
of $37.1 billion, | estimate that the direct savings to residential |ong
di stance custoners with BOC entry into |l ong di stance woul d total about $6.42
billion per year. The second term for consumer surplus, |eads to another
$395 million in increased consumer welfare that would arise from additiona
calls that custonmers would place because of the lower rates. The tota
i ncrease in consurmer welfare for residential customers alone from BOC | ong

di stance entry using 1997 values is $6.82 billion. Thus, using updated 1997

data, | estimate that overall residential consuners would gain about $7
billion in consumer welfare. Again, additional gains would also go to

19. | use a conpensated demand elasticity of -.712 which | eads to $406
mllion using the second term of equation (1).

20. AT&T has approxi mately 50% of the residential |ong distance
market. \When the BOCs begin to offer |ower |ong distance prices, AT&T will be
forced by conmpetition to respond with Iower prices. | then expect the pricing

pl ans of other large |1 XCs to decrease by simlar percentage anmounts to

mai ntain their conpetitive position. Prices could well decrease by nore than
SNET' s di scounts, however, since the wholesale price of interLATA traffic of
1.0-1.5 cents per mnute denonstrates that |ong di stance nmargi ns coul d
decrease considerably with increased conpetition
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busi nesses because of the increased conpetition causing |ower |ong distance

prices for snmall businesses.

22. The public interest benefit of BOC entry into |ong distance markets
is denonstrated by SNET's role in bringing | ower |ong distance prices to
Connecticut consuners.? AT&T has responded by lowering its intrastate prices
as well, which denonstrates increased conpetition. AT&T has not clained that
SNET has distorted conpetition through cross subsidy, msallocation of costs,
or through discrimnation. SNET has sinply offered | ower prices. |Increased
conpetition fromnew entry |leads to | ower prices. Consuners benefit from

| ower prices and increased conpetition

23. Another exanple of a large LEC which provides interstate |ong
di stance service is GIE.# GIE began providing | ong distance tel ephone
service in areas in which GIE provides |ocal exchange service in March 1996.
GIE charges lower rates than AT&T for both interstate and intrastate calls.
GIE s discount plan, Easy Savings, has the sanme discount rates and terns as
AT&T' s | argest discount plan, True Reach Savings, so that the comparison of
prices is straightforward between GIE and AT&T and their discount plans.?

GIE's prices are 17.2% | ower than AT&T's prices for residential custoners.?

21. Simlarly, cellular long distance prices have decreased in sone
markets since BOC entry into providing cellular |ong distance after passage of
t he Tel econmuni cations Act of 1996. For instance, Bell Atlantic-NYNEX chose a
strategy of undercutting by 10% or nore the | owest avail able | ong distance
prices in a give MSA. This strategy caused Bell Atlantic-Nynex |ong distance
cellular rates to be about 15-25% bel ow AT&T' s | ong di stance cellul ar rates.

22. GIE is approxi mately equal to an average size BOC in terns of
either total access lines or total revenue.

23. GIE gives an additional 10% di scount for the first year of
service. | do not take account of this additional discount in the calculation
because of not knowi ng the churn rate for GIE custoners.

24. AT&T began an advertising canpai gn which cl ained that GIE s
service and network is unreliable. GIE sued AT&T for fal se and m sl eadi ng
adverti si ng.
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Thus, both GIE and SNET are offering custoners substantial discounts in the
range of 17-18% The estimate of consuner savings and increased consuner
wel fare fromBOC entry woul d again be in the $7 billion range if based on

GIE's prices, simlar to the calculations based on SNET's pri ces.

D. Gins in Consuner Welfare fromthe Aneritech Decision Standard

24. The previous analysis denonstrates that Comm ssion policy is
costing consuners approxi mately $7 billion per year, or about $580 mllion per
mont h for each nonth of Conmi ssion induced delay in seeking its goal of no
barriers to entry. The mistake in this policy can be denonstrated by using
equation (1) to estimte how rmuch consumer gain mght be caused by a
realization of the Comm ssion's regulatory perfection standard of no barriers
to entry. This estimate denonstrates that Conm ssion policy is harm ng

consumers and contravenes the public interest standard.

25. The second termin equation (1) for l|ocal exchange nmarkets is
essentially zero because previous research has found that the own price
elasticity of local exchange service is near zero.® Thus, only the first
term-()p;/p;)(p;q;) occurs in the consumer welfare cal culation where p; and g
are the prices and quantities of |ocal exchange demand. This termis likely

to be small overall to the extent that regul ation has been effective.?®

25. Hausman et. al. estimated the elasticity with respect to the basic
exchange price to be -0.005. See J. Hausman, T. Tardiff, and A Belinfante,
"The Effects of the Breakup of AT&T on Tel ephone Penetration in the United
States," American Econonmic Review, 83, 1993. (Qher econonetric research has
estimated a simlarly low elasticity.

26. An obj ection m ght be made here that |ong di stance access prices
could decrease with conpetitive entry. O course, the Conmm ssion could
achieve this goal by increasing the SLC and decreasing | ong di stance access
prices which woul d i ncrease consuner welfare as | have denonstrated
previously. See J. Hausman, "Proliferation of Networks in Tel econmuni cati ons:
Technol ogi cal and Econom c Considerations, D. Al exander and W Sichel eds.
Networks, Infrastructure, and the New Task for Requlation, Univ. of M chigan
Press, 1995. 1In the context of the first termof equation (1) this policy
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Furt hernore, nost econonists agree that |ocal exchange service is priced bel ow
i ncremental cost which further limts welfare gains. Most inportantly, if the
BOCs have satisfied the provisions of Sections 271 and 272 of the
Tel econmuni cations Act of 1996, then significant barriers to |local entry have
been renoved.? For the Conmission to set a standard so that all barriers to
entry have been elimnated is against the public interest because the
increnental gain fromthe first termis likely to be very small for the |ast
increnental step to regulatory perfection. Analysis of the public interest
standard of consuner welfare denonstrates that consuner welfare woul d be
increased if BOC entry were permtted because the consuner welfare gains from
i ncreased conpetition in long distance will nore than outwei gh the increnenta
gain fromthe last step to regulatory perfection that the Comm ssion's

Aneritech deci sion demands.

Il1l. Further Econom c Factors

A. Experience in Gher Countries

26. The U S. is the only country where the incumbent LEC i s not
permtted to conpete in long distance. Every other country which has
permtted conpetition has permtted the i ncunbent LEC to conpete. For
exanpl e, Canada, the UK, Australia, New Zeal and, Japan, and Hong Kong al
al l ow the incunbent LEC to conpete in |ong di stance. Long distance
conpetition began in Mexico in January 1997, and the incunbent LEC was al so

allowed to conmpete there, too. Thus, every other country has decided that the

change of an increased SLC and decreased | ong di stance access prices wuld be
a pure transfer anong consuners with no aggregate consunmer welfare effects to
the extent that regul ati on has been effective. The effects on the deadwei ght
loss fromlong distance calling fromthe second termof equation (1) would be
very much snaller than the $7 billion per year | have estimated for BOC entry
into long di stance markets.

27. By significant barriers to entry, | nean barriers to entry that
woul d al low a BOC to charge supra-conpetitive prices.
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benefits of LEC conpetition in |ong distance outwei gh possible conpetitive
concerns. Many of these countries, e.g. the UK Australia, and Mexico, have
sonewhat simlar price cap regulatory frameworks to the U.S. | find it
instructive that all these other countries which face the sane (or even
greater) anti-conpetitive hypothetical possibilities have rejected the U S.

framework of not allowing LECs to conpete in |ong distance.?®

27. 1n 1992 when Canada decided to allow | ong di stance conpetition, it
decided not to follow the U S. prohibition on LEC provision of |ong distance.
Instead, it decided to allow BC Tel, TELUS, Bell Canada and the other regiona
LECs to provide long distance in conpetition with AT&T Canada (previously
associ ated with other conpanies) and Sprint. Indeed, Canada now has | ower
residential |ong distance prices than does the U S. For exanple, the |oca
conpany in British Colunbia (BC Tel) offers a price of C$0.17 per mnute
during all tines periods, or US$0.122 per mnute in U S. currency. TELUS, the
| ocal tel ephone conpany in Alberta, charges US$0.115 in US currency per mnute
during peak periods and US$0.10 during off peak periods. Sprint in Canada has
recently offered an even |l ower price plan of $0.108 per mnute in U S
currency.? Thus, BC Tel is 18.6% | ess expensive than AT&T' s one rate plan
offered to residential consuners in the U S., and Telus is 28% | ess expensive.
This outcone is quite renmarkabl e given that Canada is much | ess densely
popul ated than the U.S. and has historically had significantly higher |ong

di stance prices. NMoreover, the markets for tel ecommunications equi prent, e.g.

28. Since all of these countries have introduced conpetition
subsequent to the AT&T divestiture decree, each country has considered and
rejected the U S. choice of not permitting LEC conpetition in |ong distance.
O her countries, noreover, may well have greater anti-conpetitive
possibilities because of problens with their formof regulation, e.g.
Australia.

29. Note that Sprint offers a $0.10 per mnute rate in the US during
of f - peak periods, but charges regul ar peak prices during peak periods. Thus,
the Canadian plan is significantly cheaper
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fiber optic cable, electronics, and switches, are international in scope so
t hat Canadi an | ong di stance conpanies and U. S. |ong di stance conpani es
purchase their equi pnent fromthe sanme vendors, e.g. Northern Tel ecom and
Lucent.® Significantly greater conpetition has occurred in Canada because of
LEC participation, simlar to the outconme in Connecticut and in GIE

territories. Consuners benefit fromthe | ower prices in Canada.

B Lock Step Pricing Anong the Major U S. Long D stance Providers

28. Current residential |ong distance prices are above the conpetitive
level. 1In Exhibit 2, | denonstrate the | ock step pricing behavior of AT&T,
MCl, and Sprint over the period 1990-1996. Each tinme AT&T announced a price
i ncrease, MCl and Sprint followed. The remarkabl e econom c fact about npst of
these price increases is that they were not the result of changes in AT&T s
econom ¢ costs. Instead, regul atory accounting changes explain nost of the
price increases. The price increases were the result of changes in the FCC
price cap regul ation of AT&T, which allowed for price increases when the "Z

factor" changed because of non-econonic accounting regul ati on changes.

29. An even nore troubling outcone of AT&T's price increases is that

MCI and Sprint followed along. Certainly, MC's and Sprint's econom c costs

30. Canada al so has a | ong di stance access paynment systemsimlar to
the US. with simlar access prices, so that the | ower |ong distance prices
are the result of increased conpetition. For instance, the BC Tel access rate
at each end is $0.028 per minute in US currency and Telus is $0.034 per mnute
in US currency. Both anobunts exceed the U S. |ong distance access rate of
approxi mately $0.025 per m nute.

31. For instance, in 1993, AT&T's price cap index was increased by
over $200 mllion, primarily because of the adoption of accrual accounting for
certain post-retirenment benefits (SFAS 106). Effective August 1, 1993, AT&T
raised its rates for residential services by about one percent and its
commercial rates by about 3.9 percent. Another price increase epi sode soon
followed, in January 1994, when AT&T raised its prices yet again by about $700
mllion. Two further |lock step pricing episodes occurred in 1996 when AT&T
raised its prices and MCl and Sprint soon foll owed the price increase.
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did not change significantly when the regul atory accounting revisions were
made to AT&T's regulation by the FCC. MI and Sprint could have kept their
prices at the old | evel and gained share from AT&T. |Instead, they decided it

woul d be nore profitable to increase their prices along with AT&T.

30. The lock step price increases in |ong distance are even nore
troubling because the | argest cost conponent, |ong distance access, has
decreased significantly over the sane tine period. |In Exhibit 2, the nationa
average for access charges as conmputed by the FCC is given. During the period
January 1990-July 1996, average access charges fell by 27% Since AT&T and
MCI have stated on nunerous occasi ons that access charges are 45-50% of their
costs, the decrease in access charges |leads to a decrease of approximately 13%
in total costs. Furthernore, other cost conmponents of |ong distance have
decreased, especially the electronics which are used in the fiber optic
networks. Over the last 3 years, the price of bulk Iong distance for |arge
vol umes has decreased from4.5 cpmto about 1.3 cpm As one would expect the
bul k ong di stance price to be affected primarily by the margi nal costs of
transport, this decrease in prices indicates that the marginal cost of
transport al nost certainly has decreased. Thus, two nmajor cost conponents of
| ong di stance service -- access and transport -- have both decreased
significantly over the past few years, yet residential |ong distance prices
have not reflected these price decreases. This outcome is another indication

of non-conpetitive behavi or

31. Economists for AT&T and MCI have responded to the | ock step pricing
data by stating that many custonmers receive discounts. About 50% of AT&T
customers do not receive discounts. Furthernore, since many of the discounts
are conputed as a percentage off of the list price, increases in the |ist
price al so affect discount prices. Thus, the tariff rates have an inportant

effect on | ong distance prices.
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32. AT&T, M, and Sprint again raised their prices during late
Novenber 1996. AT&T announced the increase in its prices by 5.9% on Novenber
27, 1996. As usual, M increased its prices by approximately the sane
percentage to go into effect at the same tine as the AT&T price increases.
Sprint also raised its prices at approximately the same tine. Note that a
substantial nunber of AT&T custoners pay these higher prices, which increased
by 10.2%in 1996 al one.® During 1997 AT&T has offered one-rate plans, but
these plans do not offer significant savings to a | arge segnent of residentia
| ong di stance customers who nake the mgjority of their calls during off-peak
peri ods. Furthernore, AT&T did not pass on the recent (July 1997) access rate
decreases to its one-rate plan custoners or indeed, to any of their
residential discount rate plan custoners. AT&T only decreased prices for non-
di scount custoners, e.g. those residential customers who pay $0.29 per mnute
for peak period |long distance calls. This action again denonstrates non-

conpetitive behavior.

V. Requlation Elimnates Hypothetical Conpetitive Distortions as a
Si gni fi cant Concern

33. Opponents to BOC entry into |ong distance typically bring up
hypot heti cal concerns that BOC entry will distort conpetition. Market
experi ence does not support their hypothetical concerns. BOCs have been
allowed to conmpete in cellular tel ephone for over twelve years, CPE for over
twel ve years, and information services for over five years. Yet no market
evi dence exists to denonstrate that prices are higher or conpetition |ess

because of BOC entry. Non-BOC cel lul ar conpani es have been hi ghly successful,

32. AT&T stated that part of the price increase was necessary to fund
its efforts to enter the local and wireless markets. (W5J, Nov. 29, 1996)
This statenment denonstrates AT&T's belief in its market power since
investnments in |local and wirel ess markets do not affect the incremental cost
of providing |ong distance servi ce.
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e.g., MCaw and now AT&T. Simlarly, despite opponents' dire warnings, the
BOCs have at nost 20% of the CPE market and probably | ess than 1% of

i nformation services revenue. %

A. Possible Cross Subsidy and Cost M sall ocation

34. Al nost all econom sts agree that "pure" price caps renove cost
m sal | ocation problens. Since the regulatory cost basis does not affect
prices under price cap regulation, cost allocations do not matter. Under
previous FCC price cap regulation, the only nmajor deviation frompure price
caps is the possibility of sharing. Sharing is always uncertain, so cost
m sal | ocati ons have at nost a snall effect. However, now that the FCC has
elimnated the sharing option, the previous objections that sharing can | ead

to possible conpetitive problenms no | ong exist.?*

35. No human undertaking, regulation included, is perfect. Yet in
previ ous proceedi ngs, some opposi ng econom sts have set up perfection as their
standard, and they criticize price-cap regulation recently adopted by the FCC
and many states because the regulation is not "pure."” Yet nobst econom sts
recogni ze that the price cap plans do substantially decrease any incentives
for a BOC to cross subsidize or misallocate costs. As the Conm ssion
previously concluded: "lncentive regulation, by in |arge nmeasure renoving the

incentive to misallocate costs between services, nmay mitigate m sallocation as

33. See e.g. J. Hausman, "Conpetition in Long D stance and Equi pnent
Mar ket s", Journal of Managerial and Decision Economcs, 1995.

34. A possi bl e objection can be made that the bi-annual review of the
productivity adjustnment in the price cap fornula can still create a potentia

problem However, to the extent that the Conm ssion uses an industry
productivity adjustment, the effect of any individual BOC s actions are too
small to have a significant effect on the productivity adjustnent and its
prices. Indeed, | have estimated that $1 of successful cost m sallocation
would lead to a change in a BOC s revenues of $0.0094, less than 1% G ven
the penalties for violating the regulations, this extrenely small possible
benefit denonstrates that attenpts at cost msallocation would not be

wor t hwhi | e.
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a regulatory concern.” (In the Matter of Policy and Rul es Concerning Rates
for Domnant Carriers, 5 FCC Rcd 6786, 6791 (1990)) Indeed, in recent reviews
of price cap regulation, regulators have not used a rate of return approach to
nodi fy the price cap fornulas. Instead, they have maintained the price cap
approach of not basing regulated rates explicitly on costs. Wthout a cost
basis for rate regulation, cross subsidy is not a probl em because costs cannot

be misallocated with any effect on regul ated rates.

36. Indeed, the DQJ |l ong ago realized that even under the previous rate
of return regulation that |ocal exchange service was unlikely to be used to
cross-subsidi ze conpetitive services: "Experience to date indicates that such
services are a very unlikely source of subsidy for conpetitive activities.
Regul ators are unwilling to | et basic residential service charge or
resi dential access charges--now generally subsidized by other services--rise
to, much | ess above, their cost."% Nowthat the ability to cross-subsidize
has been elimnated through the use of "pure" price caps, the specter of cross

subsidy should finally be put to rest.

37. Furthernore, the FCC has a well devel oped regul atory framework to
stop cost misallocations. Gven that the Tel econmuni cati ons Act of 1996
requires separation of the BOC s |ong distance operations fromits |oca
exchange operations for 3 years, the possibility of cost msallocations is

reduced even further

38. It would be economically irrational for the BOCs to attenpt cross

subsidy to distort conpetition in |long distance. BOCs begin with a 0% share

35. Response of the United States to Comments on its Report and
Recomendat i ons Concerni ng the Line-of-Business Restrictions |Inposed on the
Bel | operating Conpanies by the Mdification of Final Judgment”, April 27,
1987, p. 50.
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of interLATA long distance traffic. BOCs would only benefit from cross
subsidy of long distance if |ower prices today (which hel ps consunmers) could
be made up with higher prices in the future. However, such a predatory
strategy is economically irrational. The "big 3" IXCs plus WrldCom all have
net wor ks which are nostly sunk costs, creating a large barrier to exit.
Furthernore, no barriers to re-entry exist since the networks would still be
there. Thus, BOCs could not hope to drive out the | XC conpetition and | ater
raise prices.® O course, even if they did try the Conmi ssion could al ways
stop the attenpt to raise prices by re-inposition of price caps in the

i nt erexchange market.

39. The cross subsidy hypothetical problemis sonetinmes cast as a
possi bl e "l everagi ng" problem Leveraging is not a conpetitive problemif
prices decrease in the related market which econom c anal ysis and mar ket
experi ence denonstrates is the expected outconme in the |long distance. Price

decreases lead to increased consuner welfare and are pro-conpetitive

B Possible D scrimnation

40. The FCC has over 10 years of experience of non-discrimnation
provi sion for BOCs providing access. Over 97% of BOC access |ines are equa
access so that no conpetitive problemw Il likely arise given the successfu
equal access experience, as the DQJ econonist in this proceeding has agreed.?®

The key insight here is that for possible discrimnation to distort

36. Note that the correct definition of predation here would be price
bel ow mar gi nal cost plus BOC contribution fromaccess. This total equals at
nost $0.072 per nminute which is less that 50% of the current price of |ong
di stance to residential custonmers. Thus, BOCs coul d decrease | ong distance
prices greatly while still pricing above increnental cost plus contribution
from access.

37. M Schwartz, "Conpetitive inplications of Bell Operating Conmpany
Entry Into Long-di stance Tel econmuni cati ons Services", My 14, 1997, paras.
137-140.
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conpetition, the discrimnation nmust be visible to the custoner, but not
visible to the conpetitor. G ven the w de range of regul ations and the
agreenments and network tests between BOCs and | XCs, this outcone seens al npst
i npossible. As | discussed above, conmpetition in cellular and information
services, both of which depend crucially on BOC network access, has worked

well. A simlar situation would exist in |ong distance.

41. Market experience for other LECs providing | ong di stance service
al so denonstrates the | ack of conpetitive problens. SNET, the LEC for
Connecticut, has been a successful conpetitor in |ong distance in Connecti cut
with no clainms of discrimnation filed by its I XC conpetitors. Simlarly,
when | anal yzed the Sprint-Centel nerger, Sprint's interLATA market share was
no higher in states in which it provided | ocal service so that no evidence of
di scrimnation was found. Since the nmerger of Sprint and Centel, no clains
of discrimnation have arisen in Nevada where Sprint is the LEC for nost of
t he popul ation. Thus, fears of possible discrimnation have not been seen in
mar ket experience. Hypothetical concerns should not be allowed to stop
i ncreased nmarket conpetition in |long distance. |ndeed, Professor Marius
Schwartz in his affidavit for the DOJ (op. cit., para. 74) concluded that no
conpetitive problens are likely to exist fromBQCC entry into | ong distance
and that consuners would benefit fromthe increased conpetition. (paras. 138-

139)

V. Concl usion
42. The estimated benefits to consunmers from BOC entry into | ong
di stance total about $7 billion per year. Considered another way, once the
BOCs have satisfied the provisions of Sections 271 and 272 of the
Tel econmuni cati ons Act of 1996, further delay of BOC entry into | ong distance

is equivalent to a tax on residential |ong distance custoners of approximtely
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$7 billion year or over $60 per household per year. This tax is significant
for many househol ds, since ny previous academ c research has denonstrated that
poor househol ds make a significant anpunt of |ong distance calls (e.qg.

Anerican Econonmic Review, 1993). |Increased consunmer welfare or increased

econom c efficiency is the appropriate public interest standard from an
econom ¢ perspective. Since BOC entry into | ong distance has such a
potentially large effect on consuner welfare, I recommend that approval be

granted as soon as Sections 271 and 272 have been sati sfi ed.
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Subscri bed and sworn to before ne
on this 26 day of Septenber, 1997.

Not ary Public

My Conmi ssion Expires: 7/3/98

Jerry Hausman
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Appl i cation of Bell South

Corporation to Provide

Di st ance Servi ces Under

)
)
)
)
| n- Regi on, I nterLATA Long )
)
Section 271 of the )

)

Tel ecommuni cati ons Act of 1996

AFFIDAVIT OF DAVI D HOLLETT

David L. Hollett, being duly sworn, deposes and says:

1. | amDavid L. Hollett, Senior Director, Custoner Billing
Services, at Bell South Tel ecomruni cations (Bell South). I n
that role, I amresponsible for the operational support (bill

verification, nmessage investigation, service order correction,
adjustnents, etc.) for bills generated from Bell South’s
Cust omer Record Information System (CRI'S) and Carrier Access
Billing System (CABS). | submt this affidavit in support of
Bel | South's petitionto provide interLATA services originating
in-region. The purpose of this affidavit is to denonstrate



that Bell South is providing billing to | ocal conpetitors on a
non-di scrimnatory basis.

2. Since | assuned ny present responsibilities, the
oversi ght of devel opnent of nuch of the billing systens and
operational billing support for Bell South have been perf orned
under ny direction. | amfamliar with the billing services
provided by Bell South to |ocal conpetitors, interexchange
carriers and Bell South’s end user custoners.

3. Prior to assum ng ny present position, | was D rector of
t he usage operations within Customer Billing Services (CBS)
In July 1996, | was appointed Senior Director within CBS and
assumed ny present duties.

4. Thi s decl aration descri bes how Bel | South provides
billing for Resale, Local Interconnection, and Unbundl ed
Net work El enents in a non-discrimnatory manner as required
by state public service comm ssions and the Federal

Communi cati ons Conmmi ssion. | describe the systens or
platforns used for billing as well as the neasures and
controls in place to ensure accuracy and tineliness.

5. Bel | South provides bills to CLECs fromeither CRI'S or
CABS dependi ng on the service provided. CABS is an Ordering
and Billing Forum (OBF) conpliant billing systemthat
measures billabl e access usage and is used for billing to
carriers. CRISis an end user billing systemthat neasures
billable call events and accunul ates call record details.



Cenerally, services ordered fromthe CGeneral Subscriber
Services Tariff (GSST) or the Private Line Services Tariff
(PLT) are billed through CRIS. Resold services, white page
listings, and sone unbundl ed network el enents such as ports,
non-desi gned | oops, etc. are exanples of CRIS billed
services. Services ordered fromthe Access Services Tariff
(AST) are billed through CABS. Local interconnection
trunki ng and usage charges, unbundl ed desi gned | oops,
unbundl ed interoffice transport, etc. also are billed
through CABS. On either a CRIS billing account or a CABS
billing account, depending on the Unbundl ed Network El enent
(UNE) ordered, Bell South can produce billing for all UNEs.
These are the sane billing systens Bell South uses for its
retail and access custoners.

6. Currently, for the Bell South region, 71 CLEC bills are
bei ng generated t hrough CABS while 370 CLEC bills are being
generated through CRIS as shown in exhibits 1 and 2. In
Loui si ana, the nunbers are 0 and 22, respectively. Bell South
al so provides CLECs with various billing nedia types. For
CABS billing, the options include magnetic tape, diskette,
CD ROM and Connect:direct transm ssion (point-to-point
dedicated line data transfer) in addition to the paper bill.
The CLECs’ CRIS bills can be sorted by end user or account
nunber using the Custom zed Large User Bill (CLUB) format
whi ch Bel |l South provides to many of its retail business
custoners and to CLECs upon request. Al so, Diskette Anal yzer
Bill (DAB) in either diskette or CD ROM version, Mgnetic
Tape Billing, and El ectronic Data |Interchange are avail abl e.
See exhibits 3, 4, and 5 for CRIS billing options in use by
CLECs and a CRIS Resale bill exanple.



7. Bel | South al so agreed through contract negotiations and
arbitration with AT&T and MCI to provide the CRIS billing in
a CABS format. Although the AT&T CGeorgia contract gave
Bel | South until August 3, 1997 to provide this CABS fornmat,
Bel | South provided a test file of AT&T' s July 20, 1997
billing on July 24, 1997. There were mnor errors in this
prelimnary file for which Bell South provided an error
report at AT&T s request. AT&T' s August 20, 1997 bill was
delivered via this nechanism in addition to a paper bill
with one out of balance condition of $1.00. Likew se,
billing data has been provided for MCl’s July and August
billing well in advance of the Septenber 7, 1997 contractual
obligation. BellSouth will continue to furnish a CRI S paper
bill until such tine as the CLECs indicate they are ready to
nmove to production.

8. I n FCC proceedi ngs regardi ng Bell South’ s application
for inter LATA authority in South Carolina, MI has asserted
t hat BST does not provide billing information in industry

standard format, CABS. (Declaration of Samuel L. King on
Behal f of MCl, pp. 95 - 98). Wile, in general, Bell South
does provide billing for resale and sone unbundl ed network
elenents fromits CRIS system the OBF has not defined
standards for all aspects of |ocal conpetition billing. For
i nstance, OBF provided guidelines for data el ements should
an | LEC decide to use a CABS format for resale billing but
did not purport that CABS was the standard.

9. Mor eover, BST has provided MCI with CABS fornmatted
resal e data on five occasions and has worked cooperatively
with MCI to resolve any concerns. The header probl em
referred to by MCI (King declaration, p. 97), was corrected
with tapes sent Cctober 23, 1997 and subsequently. M did
not review the data on prior tapes due to this header issue.
However, data provided to AT&T in the sane format was
processed by AT&T.



10. Statenents made by MCI that a CRIS bill does not
provi de usage sensitive data or call detail are entirely
false. (King declaration, p. 96). Bell South uses the CRI S
bill for its own end users. These bills, as are shown in
exhibit 5 of ny affidavit, contain both | ocal usage
summari es and call detail for intraLATA toll, per use
calling features, etc. For neasured | ocal plans, |ocal usage
is also available in call detail format for the appropriate
tariffed fee. Contrary to the comments made by MCl, the CRI'S
bill does provide the billing period date at the top of each

page.

11. In addition, Bell South has devel oped an OLEC Daily
Usage File (ODUF) to deliver usage sensitive data in a
manner that facilitates the CLECs’ end user billing. ODUF
information is available for resold lines, interimnunber
portability accounts and sone unbundl ed network el enents
such as unbundl ed ports. As determ ned by the Louisiana
Public Service Conm ssion (PSC), this system provides CLEC s
“access to the data they need in substantially the sane tine
and manner as BST”. As of the date of this declaration, 14
CLECs are receiving the daily usage file in production node
whi l e another 10 CLECs are receiving test files with
approximately 1.5 mllion nmessages being transmitted nonthly
t hroughout the Bell South region. This optional service can
be provided el ectronically through Connect: direct
transm ssi on or magnetic tape.

12. The usage data transmitted to the CLECs, whether in
rated or unrated format, is processed through extensive
edits to ensure data integrity. Wile these edits are in



pl ace and working, additional controls are being inplenented
as aresult of a problemwith one CLEC - ACSI, as | explain
bel ow.

13. Bell South has procedures for delivering Directory

Assi stance (DA) nessages to ACSI for their end user calls
routed to Bell South via unbundl ed operator services, then
droppi ng these nessages from further processing wthin the
Bel | South system Due to an error in identifying and
droppi ng the usage, duplicate recordings were sent to ACSI
for DA calls placed by subscribers served out of ACSI’s end
of fices. While appropriately sending these recordings via
the Daily Usage File, Bell South failed to drop them from
further processing. Instead, a second copy of each record
was sent to ACSI via their daily Centralized Message
Distribution System (CVDS) feed. Bell South investigated and
corrected the problemeffective with the August 19, 1997
nmessage processing cycle. Seventeen cycl es have been
processed since that time with no repeat of this
dupl i cati on.

14. As a further “belt and suspenders” neasure to
prevent any future occurrences, Bell South will be

i npl enmenting programming logic in CVMDS processing to drop

t hese type of nmessages if originating froma CLEC NXX. Until
this logic can be put in place, the CVMDS file will be
randomy verified, with no inpact on the CLECs’ access to
the data, to ensure there are no CLEC NXX origi nated 0+, O-
or Directory Assistance calls. Al so, additional controls
have been and are being inplenented for the ODUF process
itself.



15. Although the only instance I amaware of billing
accounts being double billed (i.e., BellSouth continuing to
bill an end user after transferring to a CLEC) was provided
in AT&T's Tanplin testinony in Georgia, Bell South will be

i npl emrenting a process by year end 1997 that will elimnate
any potential for double billing. This process will allow a
single service order to be issued to transfer an account to
the CLEC rather than the need for a disconnect and a new
connect order. Any tinme there are nultiple service orders
issued in this manner, there is a potential for a timng
difference for conpletion. If this should occur, an
automatic refund back to the effective date of the

di sconnect woul d be generated when the di sconnect order

conpl etes. Wien orders are issued to transfer an end user to
a CLEC, the end user’s account is automatically renoved from
Bel | South’s billing systemafter three nonths. This period
of tinme allows for processing any del ayed usage to the
account .

16. Sprint claimed in the FCC s South Carolina proceedi ng
that wholesale billing of its affiliate in Florida has been
repeatedly incorrect. (Petition to deny of Sprint

Communi cati ons Conpany, L.P., p. 18, Affidavit of Melissa L
Closz attached to Sprint petition, p. 29). BST has received
conplaints fromSprint related to charges received due to
errors in service order issuance and tinmely changes in
rates. The necessary adjustnents have been issued for these
occurrences. While it is unfortunate these probl ens
happened, they do not reflect on the integrity of BST s
billing system Service order issuance is not a billing
issue (rather, it is addressed in other affidavits filed
with this application) and the rate change problemwas a



result of m scommunication not a fault in the rate change
processi ng.

17. Bell South also uses a variety of mechanisnms to ensure
accurate and tinely billing. These processes and procedures
are used for CLEC billing just as is done for Bell South’s
end users. In addition, Bell South is negotiating with sonme
CLECs to develop a billing quality assurance process that

W ll be used for the CLECs’ CRIS billing.

18. Bell South uses a bill verification process that targets
risk areas to ensure accurate billing. These risk areas may
be new products or services or those services with a change
in billing structure. Usage related services that may

i ncl ude vol unme-sensitive or discounted calling plans are
included in the sanple also. Existing flat-rated services
woul d not be heavily sanpled as the risk of incorrect
billing is mnimal. A sanple for each bill period is used
that crosses customer and service types. Mnthly service,

ot her charges and credits, usage (local and intralLATA) and
all other charges and taxes are verified.

19. An end-to-end test process that includes billing is
performed for products and services before being nade
avai l able to end users. This process tests the ordering,
provi sioning and billing for the service. The test results
requi re approval signatures by the product team nmenbers
before the service can be inplenented.

20. | nt ernal measurenents on the nunber and anpunt of



billing adjustnents and inquiries are al so maintai ned. O her
measurenents include bill release tineliness and service
order error rates. Al neasurenent data are conpared to
expected results.

21. Many areas of billing are neasured and have controls in
pl ace. Sone are as basic as volunme conparison of what enters
a billing program and what exits. Qher controls and
measures can be very in-depth and detailed but all are used
to ensure an accurate bill is generated and is received in a
timely manner by the custoner. Al of these neasures and
controls apply to CLEC billing as they do to Bell South’s end
users.

22. Bell South has al so i nplenented a nunber of billing and
rating changes to neet the demands of the CLEC market. For
Resal e billing, Bell South inplenented a di scount rating
process that will allow PSC mandated or contractual rates to
be billed. Rate changes for Louisiana accounts were run
August 23, 1997. The di scounting of non-recurring charges as
ordered by the Louisiana PSC was i npl enented Septenber 11
1997.

23. In summary, Bell South has the capability to bill CLECs
on a non-discrimnatory basis. Bell South will also nmake the
necessary billing system enhancenents to neet new
contractual or regulatory obligations in the future.



| hereby swear that the foregoing is true and correct to the
best of ny information and belief.

David L. Hollett

Sr. Director-Custoner Billing
Servi ces,

Bel | Sout h Tel ecommuni cati ons,
I nc.
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Subscri bed and sworn to before nme this

day of , 1997.

Notary Public

EXH BI TS
Exhibit 1 . . . .CLEC CABS Billing Data for Bell South Region
Exhibit 2. . . .CLECCRIS Billing Data for Bell South Regi on
Exhibit 3. . . .CLEC CRIS Billing Accounts with Diskette

Anal yzer Bill (DAB) Option
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Exhibit 4 . . . .CLEC CRIS Billing Accounts with Magnetic
Tape Billing Option

Exhibit 5. . . .Sanple CRIS Resale Bill

12



Beforethe
Federal Communications Commission
Washington, D.C. 20554

In the Matter of

Application by BellSouth Corporation Docket No.
for Provision of In-Region, InterLATA
Servicesin Louisiana

AFFIDAVIT OF VICTOR E. JARVIS

Victor E. Jarvis, being duly sworn, deposes and states as follows:

My nameisVictor E. Jarvis. | am Vice President and Chief Financial Officer of BellSouth
Long Distance, Inc. (“BSLD”). In this capacity, | am responsible for financial,
accounting and general compliance matters relating to BSLD’ s operations, including
its transactions with affiliates.

| earned a Bachelor of Business Administration degree in Accounting from the University
of Floridain 1967. After graduation, | was employed by the accounting firm of
Coopers & Lybrand, as a supervisor. 1n 1973, | accepted the position of Comptroller
with Southeastern Utilities. In 1974, | joined the accounting organization of Southern
Bell Telephone and Telegraph Company in Atlanta. For the past 23 years, | have held
various positionsin the financia organizations of Southern Bell, BellSouth Advertising
and Publishing Company, BellSouth Corporation and BSLD. | was employed as the
Chief Corporate Auditor of BellSouth Corporation from 1987 to 1996. | accepted my

current position in 1996. | was licensed as a Certified Public Accountant in Georgiain



1971, and | am a member of the American Institute of Certified Public Accountants.
In addition, | am a Certified Internal Auditor, and | am amember of the Institute of
Internal Auditors. | served as International Treasurer of the Institute of Internal
Auditors from 1993 to 1995.

The purpose of my affidavit is to demonstrate that BSLD will carry out the authorization
requested by this application in accordance with the requirements of Sections 272(a),
(b), and (g) of the Communications Act (“Act”) and the FCC rules relating thereto.
The Affidavits of Alphonso Varner and Guy Cochran discuss compliance by BellSouth
Telecommunications Inc. (“BST”) with Sections 272(a), (b), (¢), (d), (e), and (g) of
the Act.

My affidavit is divided into three parts which correspond to specific provisions of the Act:
the Separate Affiliate Requirement (Section 272 (a)); Structural Transactional
Regquirements (Section 272(b)); and Joint Marketing (Section 272(g)).

BSLD COMPLIESWITH THE REQUIREMENTS OF SECTION 272(a)
5. Assuming the authorization requested by this application is obtained, BSLD will

provide in-region interLATA services originating in Louisiana or which are treated as
originating in Louisiana under Section 271(j). The services treated as originating
under Section 271(j) include, but are not limited to, 800 service. When providing 800
servicein Louisiana, BSLD will provide the same types of unrestricted 800 service
offerings that interexchange carriers located in Louisiana currently provide to their
customers.

6. Assuming the authorization requested by this application is obtained, BSLD will be a
“separate affiliate” as described in Section 272.

7. BSLD isaduly formed and existing corporation organized under the laws of
Delaware. BSLD isawholly-owned subsidiary of BellSouth Long Distance Holdings,
Inc. BellSouth Long Distance Holdings, Inc., which has no other subsidiaries, isa
wholly-owned subsidiary of BellSouth Corporation. A copy of BSLD’s certificate of
incorporation is attached hereto as Exhibit 1. BellSouth Corporation’s local telephone
operating company, BST, owns no stock of BSLD; correspondingly, BSLD owns no
stock of BST. BSLD isin al respects a separate corporate entity from BST.



8. BSLD provides no in-region originating interLATA wireline services of any kind as of
the date of this affidavit.

9. BdlSouth Corporation may from time to time reorganize, merge, or otherwise change
the form of BSLD or create or acquire additional interexchange subsidiaries. Any
such subsidiaries will meet the requirements of Section 272 of the 1996 Act, aswell as
applicable state and federa regulations.

BSLD COMPLIESWITH STRUCTURAL AND TRANSACTIONAL REQUIREMENTS OF
SECTION 272(b)
Section 272(b)(1) provides that the required separate affiliate “ shall operate independently

from the Bell operating company.” The Commission has concluded that Section

272(b)(1) “imposes requirements beyond those listed in Section 272(b)(2)-(5).”

Implementation of the Non-Accounting Safeguards of Section 271 and 272 of the

Communications Act of 1934, as amended, CC Dkt No. 96-149 at

1 158 (rel. Dec. 24, 1996) (“Non-Accounting Safeguards Order”). BSLD meets both

the Act’s and the Commission’ s operational independence requirements.

A Béll operating company (“BOC”) and its Section 272 affiliate must not jointly own
switching or transmission facilities or the land or buildings where those facilities
are located. Non-Accounting Safeguards Order  158. BSLD and BST have not
ever, do not now, and will not jointly own telecommunications transmission and
switching facilities or the land and buildings on which such facilities are located.

Except as qualified by the Commission, a BOC and its Section 272 affiliate each are
precluded from performing operating, installation and maintenance functions
associated with the other’ s facilities. Id. § 163. Except as may be permitted by
Commission rules, BSLD has not received, is not currently receiving, and will not
reguest or accept from BST operating, installation and maintenance servicesin
connection with switching and transmission facilities owned by BSLD or leased by
BSLD from a provider other than BST. Moreover, BSLD has not provided, is not
currently providing, and will not provide operating, installation and maintenance
services to BST in connection with BST’ s switching and transmission facilities,

except that BSLD may perform such services for BST for sophisticated equipment



purchased from BSLD pursuant to paragraph 164 of the Non-Accounting
Safeguards Order.

Section 272(b)(2) requires a BOC and its Section 272 affiliate to maintain separate books,
records, and accounts. BSLD has complied and will continue to comply with these
requirements.

a Attached as Exhibit 2 to this affidavit is the chart of accounts and account

descriptions used by BSLD. BSLD exercises adequate internal controls to ensure that its

books and records are maintained in accordance with Generally Accepted Accounting

Principles (GAAP). Those interna controls take severa forms. One formis
organizational structure. BSLD is a separate corporation. BSLD’s organizationa
structure provides for a separate finance department which | head. Reporting to
me are seven financia professionals who include six certified public accountants,
three certified internal auditors and one certified management accountant (some of
the professionals have multiple certifications). These professionalsand | have
responsibility for accurate accounting for the activities of the corporation.

In carrying out our responsibilities, we implement the controls contained in
the BellSouth Financial Accounting Policy and in the Executive
Instructions and Executive Directives of Bell South Corporation, all of
which have been previoudy reviewed by the FCC in various audits. These
policies represent significant controls. In addition to internal policies,
internal audits are regularly conducted by BellSouth Corporation to assure
compliance. Finaly, as areporting company under the mgjor federa
securities statutes, Bell South Corporation is required to report its financial
activities in accordance with GAAP, and it obtains regular externa audits
to assure its compliance. These audits include BSLD.

b. BSLD maintains books, records, and accounts that are separate from the books,

records, and accounts maintained by BST, and will continue to do so. BellSouth

Corporation provides the accounting services within its journa entry system for  the

books of BSLD.

C. BSLD follows Generaly Accepted Accounting Principles (GAAP) as required by



the Commission. Implementation of the Accounting Safeguards of Section 271
and 272 of the Communications Act of 1934, as amended, CC Docket No. 96-
150, 11 170 (rel. Dec. 24, 1996) (“ Accounting Safeguards Order”).

Section 272(b)(3) requires aBOC and a Section 272 &ffiliate to maintain separate officers,
directors, and employees. BSLD satisfies this requirement. BSLD’s officers are listed
in Exhibit 3. BSLD’s sole director is William F. Reddersen. As of November 1, 1997,
BSLD has 144 employees. No officer, director, or employee of BSLD is currently, or
will be, ssimultaneoudly an officer, director, or employee of BST. BSLD and BST
maintain separate payrolls and will continue to do so.

Section 272(b)(4) prohibits BSLD from providing its creditors with recourse to BST's
assets. BSLD has not obtained, and will not obtain, credit under any arrangement that
would permit a creditor, upon default or otherwise, to have recourse to the assets of
BST. BSLD has not requested and will not request BST, Bell South Corporation or
any other non-272 &ffiliate to co-sign a contract or any other arrangement with BSLD
that would permit a creditor to obtain recourse to BST’ s assets in the event of a
default by BSLD.

Section 272(b)(5) requiresthat all transactions between a BOC and a Section 272 affiliate
be conducted on an arm’ s length basis, reduced to writing, and subject to public
inspection.

BSLD will conduct its transactions with BST on an arm’s length basis. BSLD
management has assigned responsibility for negotiation and administration of
agreements with BST to the same employees responsible for these activities with
unaffiliated suppliers of BSLD, and provides direction to those employees about
the results expected from their work with BST and unaffiliated suppliers. Because
BSLD is committed to providing its customers with quality service at fair prices, it
will negotiate and administer its contracts with BST and other suppliersto obtain
the inputs it needs at a price commensurate with the value of those inputs.

Transactions with BST will be reduced to writing. BSLD and BST have begun
negotiations concerning the transactions they expect to occur. The followingisa

brief description of the servicesthat BST will or may provide pursuant to written



agreement with BSLD:

@ Billing and Callection - BST will perform billing and collection services for

BSLD in much the same fashion as it performs billing and collection for several

interexchange carriers today;

2 IntraLATA Toll Resale - BSLD may purchase intraLATA toll from the tariffs

of BST at the discounts ordered or approved by state public service  commissions,

3 Daily Usage File - BSLD may obtain from BST usage information related to

theintraLATA toll it purchases in order that it will have the necessary information to

correctly format the billing information it must provide to BST and others;

4 Fraud Management - BSLD will obtain services from BST that will assist in

detecting and preventing BSLD’ s services from being used by those who are

unauthorized to use them or who have no intent to pay for those services;

(5) Trouble Reporting and Referral - BSLD may obtain service from BST of

receiving atrouble report from an end user customer concerning BSLD’s service

and referring that trouble report to the BSLD trouble management, which will
manage the troubled resolution and close out the trouble with the customer;

(6) Miscellaneous Services Agreement - BSLD may obtain miscellaneous

administrative services from BST;

@) BST and BSLD will engage in joint marketing and sales activities

permitted by Section 272 (g)(3).

BST and BSLD have conducted transactions. BST has performed and billed BSLD
for the following described services performed through August 31, 1997 (certain
bills delivered by BST totaling $44,500 are under investigation and are not
included here):

(D) Customer Billing Services:
Initial planning associated with setting up end user billing accounts
for theinitial BellSouth Long Distance product offering. Included planning
associated with rating of calls, discounting of rated calls, computing,

billing, and collecting taxes, bill presentation, and billing information flow



(2)

(3)

between BST and BSLD. Also included documentation of work
requirements for Information Technology (IT) coding. These services
were provided to BSLD at fully distributed costs. The amount for these
services totaled $645,500. Services were provided from April, 1996
through August, 1997.

Project Management:

Project management within BST for implementation of the sale of
long distance products on an agency basis for BSLD. Provided assistance
with issues such as the introduction, billing, and support of products
through BST as a sales agent. These services were provided to BSLD at
fully distributed costs. The amount of these services totaled $195,000.
Services were provided from June, 1996 through August, 1997.

Network - Infrastructure Planning and Management - Provision of CIC
Code:

BST provided BSLD therightsto use 377 asa Carrier
|dentification Code (CIC). These services were provided to BSLD at fully
distributed costs. The amount for these services totaled $481,700.
Services were provided from December, 1996 through July, 1997.

(4) Interconnect Services - Advanced Intelligent Network (AIN):

()

BST provided initial application software development for a
Proprietary Calling Card Service Package. The softwareisfor usein
BSLD’s Advanced Intelligent Network. This service was provided to
BSLD at fully distributed costs. The amount for this service totaled
$80,000. Serviceswere provided in November and December, 1996.

Sales Channel Planning and Design:
BST provided planning and design services required to integrate

long distance products into BST marketing plans and operations. Included



(6)

(7)

(8)

development of specifications for taking service orders, handling of
customer inquiries, credit policies, adjustment procedures, testing of sales
and billing procedures, and training of service representatives. These
services were provided to BSLD at fully distributed costs. The amount for
these services totaled $1,445,900. Services were provided from April,
1996 through August, 1997.

Initial Planning:

Initial planning services during the start up phase for BSLD. These
services were provided to BSLD at fully distributed costs. The amount for
these services totaled $23,700. Services were provided from April, 1996
through August, 1996.

Information Technology - Billing Systems:

BST provided services associated with the development, design,
coding, and testing of systems, including infrastructure changes, to bill long
distance products to end users based on BSLD’ s billing requirements and
of reports to verify compliance with sales activities. Included changes

necessary to provide customers a consolidated bill for local and long

distance services. These services were provided to BSLD at fully
distributed costs. The amount for these services totaled $2,995,400.
Services were provided from April, 1996 through August, 1997.

Information Technology - Product Integration:

BST provided services to implement and test the systems interface
between BST and BSLD for long distance products. Included
development of initial account structure, systems changes for the
acceptance of orders and customer inquiries, development of systems for

the acceptance of BSLD product codes, and development of databases to



(9)

(10)

store BSLD customer information. These services were provided at fully
distributed costs. The amount for these services totaled $622,000. These
services were provided from April, 1996 through July, 1997.

Employee Expense Correction:

During the first half of 1996, employees from BST accepted
positions at BSLD. BST continued to incur payroll and benefit costs for a
brief time after the employees accepted positions and began work at
BSLD. BST hilled these costs back to BSLD. This transaction was at
fully distributed costs. The amount of the transaction totaled $194,800.

Investment Related Costs - PCs:

Depreciation of computers for BST employees assigned to BSLD-
related projects. Thistransaction was at fully distributed cost. The
amount of the transaction totaled $30,700. Services were provided from
September, 1996 through August, 1997.



(11)

(12)

Interoffice Testing - CO Switch:

BST provided facilities, including SCPs and a L ucent #5ESS
switch, and staff to test BSLD equipment. These services were provided at
BST’ s prevailing company price. The amount for these services totaled

$42,800. These services were provided in June, 1997.

Telecommunications Services:

BST provided local phone serviceto BSLD at standard tariff rates.
The amount for these services totaled $166,500. Services were provided
from April, 1996 through August, 1997.

End to End Testing:

(14)

BST provided facilities in order to test various electronic and
manual interfaces and systems between BST and BSLD. These services
were provided at standard tariff rates. The amount for these services
totaled $2,309. Services were provided through August, 1997.

Collocation:

BST has granted BSLD the right to occupy certain enclosed areas
within BST's central offices located at: Courtland Street Office, Atlanta,
Georgia; Orlando Main Office, Orlando, Florida; New Orleans Main
Office, New Orleans, Louisiana; and Caldwell Street Office, Charlotte,
North Carolina. Thisright is granted for a period of two years from the
date BSLD’ s equipment becomes operational. These services were
provided at BST’ s prevailing company price. The amount for these
services totaled $2,204,000. Services were provided from June, 1997
through August, 1997.

10



(15) Mall Service:

BST provided daily inbound and outbound mail servicesto BSLD.
These services included the pick-up and delivery of mail to and from other
BellSouth entities as well as pick-up and delivery of mail to and from
externa entities. Pick-up and delivery occurs daily at BSLD’ s principa
place of business, 32 Perimeter Center East, Atlanta, Georgia, 30346.
These services were provided at fully distributed costs. The amount for
these services totaled $67,800. Services were provided from January,
1997 through August, 1997.

Consistent with the requirements of Section 272 and applicable Commission rules, the

15.

transactions between BST and BSLD will be made available for public inspection.
Responsibility for posting transactions to the Internet is assigned to BSLD’s
Director of Regulatory and Legidative Affairs. Astransactions that must be
posted occur, they will be forwarded to this Director for appropriate inclusion to
the Internet site described below. Interested parties will be able to access the
Internet as follows:
Access the Bell South Corporation homepage at
http://www.bel | southcorp.com/
Click on the “Public Policy” tab;
Click on the highlighted title “ Transactions between Bell South
Telecommunications, Inc. and Bell South Long Distance, Inc.”
A copy of the homepage is attached as Exhibit 4.
Although it is not obligated to do so, BSLD is publishing al of its
executed written agreements with BST at the Internet site referenced above.
In addition, my descriptions of past transactions listed in paragraph 14(c) are
also being posted to the site.
Prior to commencing in-region, interLATA operations in Louisiana, BSLD will
distribute to its management employees copies of section 272 and FCC

requirements and regulations relating thereto. All employees with relevant

11



responsibilities will be informed of these requirements and future applicable
modifications to the Act or FCC requirements. BSLD will provide a summary
of each of the relevant requirements, along with explanatory materials.

The summary and materials will supplement training already provided
by the Legal Department of BSLD. In addition, the Lega Department will
continue to provide advice and assistance as needed with respect to the
requirements.

BellSouth’ s written policies aso instruct employees that the FCC has
specific guidelines concerning how products and services are offered, and that
employees should check with supervisors in the event they have any questions.
Those policies aso instruct employees that they may also contact the Legal
Department for issues relating to competition, environmental or other legal

matters that they may be concerned about.

This concludes my affidavit.
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Victor E. Jarvis

STATE OF )
)
COUNTY OF )
Subscribed and sworn before me, the undersigned authority, on this day of September,
1997. -

NOTARY PUBLIC
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Bef ore t he
FEDERAL COVMUNI CATI ONS COWM SSI ON
Washi ngton, D.C. 20554

In the Matter of

Application of Bell South Docket No.

Corporation to Provide

N N N N N N

I n- Regi on, I nterLATA Long )
Di stance Services Under

Section 271 of the

Tel ecomruni cati ons Act of 1996 )

AFFIDAVIT OF DAVID A. KETTLER

David A Kettler, being duly sworn, deposes and says:

1. | am Network Vice President for Science and Technol ogy
for Bell South Tel ecomruni cations, Inc., a fully owed subsidi ary of
Bel | Sout h Cor por ati on. In this capacity, | amin charge of the
Sci ence and Technol ogy organi zati on at Bell Sout h. | have been
engaged in tel econmuni cations research, devel opnent, and systens
engi neering for 26 years, having been enpl oyed at Bell Laboratories
for 16 years prior to taking ny present position at Bell South in
1987. I have a Ph.D. in Electrical Engineering from the
University of Virginia, and | have been engaged in a w de range of
t el ecommuni cations architecture and standards issues during ny
career. | ama Senior Menber of |EEE

2. The Tel ecomuni cations Act of 1996 eased the MJ
restrictions on manufacturing. It permts the BOC s to engage in
“cl ose col | aboration”, research, and royalty arrangenents. It does
not, however, lift the restrictions entirely. As described bel ow,

even the nodified restrictions of the Act hinder introduction of



new technologies that wuld enable either new services or
operational efficiencies. 1In contrast, by lifting the continuing
prohi bitions, in-region interLATA relief under section 271 of the
1996 Act wll allow equipnment manufacturers, telecomunications
carriers, and consuners to realize the benefits of newtechnol ogi es
and i nproved services.

3. The 1996 Act, while a step in the right direction, left
unresol ved issues which materially affect Bell South’s ability to
create new technology and profit thereby. A key issue is the need
for a clear understandi ng of the phrase “cl ose col |l aboration” which
the act allows, but is subject to FCC interpretation. In the
past, the BOC s worked with manufacturers by creating and providi ng
generic requirenments which, at a functional |evel, described the
product devel opnent which the BOC s desired. In practice, this |led
to substantial interoperability problens when different vendors
used these requirenments as their guide for product devel opnent.
Even with use of extraordinarily detailed generic requirenents, we
have found it inpossible in a practical sense to inagine every
different interpretation that a developer mnmight nmake of a
requirenent and to ensure through additional details that the
requi renent i s unanbi guous. Attenpts to do so have resulted in
requi renents docunents that are hundreds or thousands of pages
long, so lengthy that the detailed information often gets lost in
t he vol une.

4. The net effect of these restrictions has been that many



attenpts to deploy new tel ecomunications capabilities over the
past thirteen years using only generic requirenents and mnim
custoner collaborations have been substantially delayed as
manuf acturers have had to substantially rework their original
devel opnents to achieve interoperability, often several tines.

It is not clear at this juncture, that the opportunity for “close
col l aboration” materially affects this situation, given the
uncertainty created by the possibility of a narrow definition by
the FCC of the rights afforded to the Bell conpanies by the Act.
In particular, if the FCCwere to hold in cc Docket No. 96-254 that
“close collaboration” is limted to establishing generic
specifications and testing as some have urged, the provision of the
1996 Act would afford no practical relief fromthe MFJ at all.

5. In the conplex world of technol ogy, the absence of the
opportunity for a customer to work intinmately with a supplier
ultimately results in increased costs. The user and supplier nust
share knowl edge about the val ue and the cost of individual features
inan iterative process to arrive at the opti numoverall design for
a gi ven need. More often than not, the detailed information that
must be shared between a custoner and a supplier to bring a new
product to market is proprietary, having to do with costs of
manuf acturing or costs of operations. Di scl osure of such detail ed
i nformati on exposes the busi ness case i nformati on of the respective
parties, sonething neither is prone to do unless there is sharing

of risk and i nvestnment. Coll aborations that do not involve sharing



of risk, investnment, and the benefits that accrue from such
i nvest ments are handi capped fromthe begi nning. To the extent that
i nvest ments cannot be recouped by one of the parties, the BOC, the
ef fectiveness of collaboration is conprom sed. Avoi dance of
problenms as will be outlined bel ow necessitates that BOC s and
vendors work together on the details of a product , not just it’'s
function. 1In sone instances, there is a need for the BOC to design
and create a product prototype. On other occasions, a joint design
team consisting of both vendor and BOC personnel is the nost
ef fecti ve approach. In particular, the unfettered shari ng of nost
aspects of the design process, including investnment and reward, is
key to an effective result.

6. There have been nunerous opportunities over the past 13
years in which Bell South m ght have reduced costs or met narket
needs for new services sooner if the MFJ manufacturing restrictions
had not been in place. 1In light of the uncertainty created by a

possi bly narrow FCCinterpretation of Section 273(b) and the limts

of those i medi ate authorizations, | perceive little change in the
situation absent in-region interLATA relief. | will describe two
situations as exanpl es. The first relates sone experiences that

Bel | South has had with respect to university research which
Bel | Sout h has sponsored over the years, and the effectiveness of
that research under the nmanufacturing restrictions. The second
relates Bell South’s experiences with our Advanced Intelligent

Net work (AI'N) deploynent and the effect of the restrictions on the



efficiency and effectiveness of that work.
7. Bel | South has long believed in the vision expressed by
Vice President Gore a few years ago of a broadband National
| nf ormati on H ghway. W have sponsored trials and depl oynents of
broadband fiber optic networks, achieving many “firsts” in the
nation in terns of the use of advanced technol ogy. In further
support of our belief, we have sponsored university research,
particularly anong the mnmedical community, to discover and
denonstrate uses of advanced networki ng technol ogy for the purpose
of inproving the efficiency and efficacy of nedical care.
8. Anmong t hese have been a project with the nedical school at the
University of North Carolina at Chapel H Il (UNC) and the
M croconputer Center of North Carolina (MCNC) to denpbnstrate
dynam ¢ radiation therapy pl anning. Dr. Julian Rosennan used a
hi gh speed ATM network provided by Bell South and GTE to share
superconputer resources at MCNC for the purpose of planning
radi ati on therapy treatnments for patients at the UNC hospital. By
positioning appropriately nultiple sources of radiation, it is
possible to use the principles of constructive and destructive
interference to concentrate radiation directly on a tunor while
avoi di ng hi gh doses of radiation to the surroundi ng healthy tissue.
The supercomput er, which generally would not be | ocally avail abl e
to a hospital, is needed for the extrenely conplex cal cul ations
required to sinulate the effect of the nmultiple radiation sources

on the human body. This work was successful, but has not



progressed in a conmercial sense.

9. At the University of Alabama at Birm ngham we have
funded research by Dr. Tom W nokur to develop equipnent and
procedures in support of telepathology, i.e., the use of a
renotely controlled mcroscopic video canera, and network and
control software to exam ne tissue sanples as imges via a renote
conputer termnal. The point of this research is to denonstrate
that a pathol ogi st can use high resolution imging and hi gh speed
networ ki ng for the purpose of exam ning tissue sanples rather than
physically travel to the location where the patient is |ocated.
| mpl ementation of such procedures wll rmake pathologists nore
productive and could allow inmediate consultation with other
specialists should the tissue sanples prove to have unusual
characteristics. This work has been successful in that it has
been denonstrated that no statistical difference exists in the
accuracy of the pathologists’ diagnosis over a w de range of
di seases and other nedical conditions whether done renotely via
this systemor locally using the actual slides with a conventi onal
m cr oscope.

10. Anot her project funded by Bell South with the University
of North Carolina, Healthcare 2000, established |arge scale
mul tinmedia termnals supporting high quality video and imaging
applications on the North Carolina Informati on H ghway (NCIH) for
t he purpose of providing geriatric nmedicine in rural areas. Dr.

Mark E. WIllians, a geriatric physician at UNC, has denonstrated



that an effective physician visit can occur via video tel ephony
avoi ding the need for patients with chronic conditions to travel
| ong distances to see nedical specialists on a continuing basis.
In many past cases, patients have chosen not to see the physician
rat her than endure the necessary travel. The results of this work
have been sufficiently successful so that there are now four
comercial sites on NCIH being used for geriatric tel enedicine.
To ny know edge, there is no further comercialization.

11. At this point, the results of any of this research could
be commercialized. However, the manufacturing restriction
continues to present a problemto Bell Sout h. Bel | Sout h cannot
benefit financially fromthe nmanufacture and distribution of the
term nal equi pnent and software to enabl e the ki nds of capabilities
descri bed above without running the risk of conflict with the
manufacturing restrictions in the 1996 Act. Therefore, any
busi ness case to i nvest in the devel opnent of such equi pnent fails.

Al of these projects require very high speed network connections
and associated custoner prem ses equipnent. The design and
devel opnment of any equipnent requires that network vendors,
custoner prem ses equi prment vendors, and carriers work closely
t oget her. However, the fact that these are new, one-of-a-Kkind
applications neans that all the parties nust share ideas in great
detail to be sure that the resulting products neet the needs of
both the initial custoners and the perceived future market. This

i n-depth sharing of ideas and requirenents by all parties nmakes it



very difficult to create a royalty arrangenent, because it becones
i npossible to determine who initiated an idea, who inproved upon
it, and how nmuch value was provided by each. Practically, such
arrangenents need to be decided via equity and fundi ng arrangenents
made before coll aborative work begins.

12. O her venture capitalists mght be found, and Bell South
has tried to find manufacturi ng conpani es who m ght be i nterested.
Bel | South m ght expect to see, at nost, a return on this investnent
in research fromincreases in network usage that are precipitated
by the use of these kinds of applications. However, investnents
in the network features to support such applications can not be
justified unless the availability of term nal equi pnent to support
the application is assured. The business case for termnal
equi pnent devel opnent and manuf acturing cannot be justified unless
the availability of network resources is assured. An end-t o-end
busi ness case or joint venture is required to achi eve success, and
because the nmanufacturing restriction has nade, and continues to
make, such relationships either illegal, legally risky, or
i neffective, progress in t he comerci al i zation of new
t el ecomuni cati ons applications has been and continues to be
substantially encunbered.

13. To give another exanple, in the spring of 1989,
Bel | Sout h deci ded to pursue the devel opnent and depl oynment of AIN
technol ogy. A systemarchitecture for the proposed depl oynent was

defined and generic requirenents were developed for network



el emrents and operations support technology, which provided the
basis for an RFP sent to appropriate teleconmmunications and
conputi ng vendors. After an anal ysis of avail abl e and prospectively
avai | abl e products, Bell Sout h deci ded to purchase Servi ce Node ( SN)
and Service Control Point (SCP) hardware and software from AT&T
Net wor k Systens (now Lucent). A Servi ce Managenent System ( SVS)
was necessary to support the operational aspects of input and
managenent of feature and subscriber data to the SN and SCP
However, Bell South was unable to find any vendor that was capabl e
and willing to develop operations tools sufficient to neet
Bel | South’s needs that would interwork with the AT&T products.
After a series of attenpts to do so, Bell South ultimtely deci ded,
late in 1990, to pursue the devel opnent of AIN operations support
tools internally.

14. One of the difficulties in outsourcing the devel opnent of
such tools is the necessity of devel oping detailed interworking
specifications between the elenents, in this case between the SCP
and t he SMS. Because the fundanental premise of AINis to create
the ability to create new applications unknown at the tine of the
pl atform hardware and software devel opnent, the SMS operations
application nust be able to understand the details of the data
structures in the feature software running in the SN or SCP
Specifying details of data structures for parallel software
devel opnents in the context of generic requirenments is possible,

but is an extraordinarily onerous task. Invariably, each software



devel opnment organi zation has to devel op addi ti onal software to make
the internal software structure neet sone arbitrary interface
specification, whereas, if design collaborations with AT&T Network
Systens were unanbi guously permtted by the Act or the FCC s
i npl ementing rules, it would be possible to nore tightly coupl e the
designs of the two systens, thus achieving greater efficiency of
desi gn. Further, differences in inplenentation between two
i ndependent designs often are found only in the final testing
stages which | eads to design changes, delays, and increased costs
as the inplenentations are reconcil ed.

15. Bel | Sout h experi enced an extrenely frustrating series of
requi renents devel opnment, testing, and reconciliation efforts
trying to devel op managenent tools that would interwork across a
wi de range of applications with the AT&T products. Qur inability
to engage in design discussions with AT&T, to understand their
design, to have themunderstand our design, and to suggest nethods
of design that would inprove the interoperability of the systens
made the task take much |onger than m ght have been the case
wi t hout the MFJ restrictions. Had two entities i ndependent of the
manuf acturing restrictions been engaged in this effort, they m ght
have tenporarily merged devel opnent groups, solved design issues
jointly, and then each devel oped software under a detail ed design
agreenent that inproved the probability of successful interworking.
Further, absent the manufacturing restrictions, the costs of each

of the devel opnent efforts would have been | ower.



16. | amnot claimng that we have not been successful with
our AI'N program We have endured the difficulties, and have nade
t he programa success. Many opportunities for individual advanced
services have been lost, however, because we were not able to
achieve a viable cost structure given restrictions on Bell South’s
manuf acturing activities. Wthin the cost structure i nposed on us
by the MJ restrictions, only the highest value service
opportunities can neet business case threshol ds.

17. | have explained only a few exanples of the conti nuing
negative inpact of the 1996 Act’s manufacturing restrictions and
unreasonably narrow interpretations of the authority granted by
Section 273(b) of the 1996 Act on Bell South and on the donestic
t el ecommuni cations industry as a whole. It is difficult to
under st and who, other than dom nant equi prent manufacturers, has
been advant aged by these restrictions. Al nost everyone else inthe
donmestic market has been disadvantaged, either from a negative
impact on efficiency or through loss of investnment and
opportunities. This is in part because the desi gn and devel opnent
per sonnel of a manufacturing conpany need access to their custoners
to determ ne what details of design are inportant, and custoners
need access to detail ed know edge about design and manufacturing
constraints and costs to understand what features are cost
effective. The 1996 Act continues to encunber this essentia
exchange of information so that the US donestic tel ecomuni cations

i ndustry has not progressed as far as it m ght have w thout such



encunbr ances.

18. Wth the large nunber of small devel opnent and
manuf acturing conpanies now working wth energing Internet
technol ogy, there are nmany opportunities for services innovation
and network i nprovenents that m ght be fostered by coll aborations
with network service providers. Absent the possibility of equity
i nvestnment frommajor potential custoners, many of these potenti al
i nnovators are unable to fully develop their ideas. Likewse, in
the absence of the ability to benefit financially from
col | aboration with such innovators, BOC s have far |ess incentive
to provide the resources for collaboration. In short, many
potential innovations are |ost or rendered ineffective because of
the continuing restrictions on investnent and the |ack of clarity
in the FCCs interpretation of the statute’ s authorization of
“col | aboration”. Freeing the BOC s frommanufacturing restrictions
woul d enabl e themto hel p counter this trend. The BOC s woul d t hen
be able to provide direct equity investnents to small manufacturers
or universities in order to bring to market new products which
support their service plans.

19. The MJ nmanufacturing restrictions on the Bell
operati ng conpani es have had, and even with the 1996 Act, continue
to have, the opposite effect to that which was i ntended: they harm
US consuners and manufacturers rather than protect them

| hereby swear that the foregoing is true and correct to the best
of ny information and beli ef.



David A. Kettler

Net wor k Vi ce President

Sci ence and Technol ogy

Bel | Sout h Tel ecomruni cati ons, |nc.

Subscri bed and sworn to before ne this
day of , 1996.

Notary Public
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In The Matter of

Application of BellSouth Telecommunications Inc. )
for Provision of In-Region, InterLATA )
Services in Louisiana )

AFFIDAVIT OF W. KEITH MILNER
ON BEHALF OF BELLSOUTH TELECOMMUNICATIONS, INC.

I, W. Keith Milner, being of lawful age, and duly sworn upon my oath, do hereby depose

and state:

My name is W. Keith Milner. My business address is 675 West Peachtree Street,
Atlanta, Georgia 30375. | am Director - Interconnection Operations for
BellSouth Telecommunications, Inc. (“BellSouth”). | have served in my current
role since February, 1996 and have been involved with the management of
certain issues related to local interconnection and unbundling.

| graduated from Fayetteville Technical Institute in Fayetteville, North Carolina in 1970
with an Associate of Applied Science in Business Administration degree. |
graduated with a Master of Business Administration Degree from Georgia State

University in Atlanta, Georgia in 1992.
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My business career spans over 26 years and includes responsibilities in the areas of
network planning, engineering, training, administration and operations. | have
held positions of significant responsibility with a local exchange telephone
company, a long distance company, and a research and development
laboratory. | have extensive experience in all phases of telecommunications
network planning, deployment, and operation in both the domestic and
international arenas.

The purpose of my affidavit is to describe how BellSouth has satisfied all of the network
related items of the competitive checklist set forth in Section 271(c)(2)(B) of the
Telecommunications Act of 1996 (“Act”). | will address these issues in terms of
the relevant checklist item number. In doing so | will describe the network
related items that BellSouth offers to requesting carriers through BellSouth’s
Statement of Generally Available Terms and Conditions (“SGAT") and through
BellSouth’s approved interconnection agreements with carriers such as Sprint
Spectrum L. P. (“Sprint”), PrimeCo Personal Communications, L.P. (“PrimeCo”),
and AT&T.

My affidavit will show that BellSouth is currently offering all required Checklist
items in its SGAT for Louisiana and carrier-specific agreements, and
CLECs are able to take advantage of those offerings. In many cases,
BellSouth is already furnishing Checklist items to CLECs in Louisiana as
well as in other states in Bell[South’s nine-state region. The evidence of
BellSouth’s furnishing these items is contained in the counts of those
items contained in my affidavit. In some cases, CLECs have not
requested a given Checklist item in Louisiana but have requested that
same item in another state in BellSouth’s nine-state region. BellSouth’s

processes are identical in all nine states for ordering, provisioning,
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maintaining and repairing network facilities and services and for rendering
a bill. Thus, BellSouth’s provision of a given Checklist item in one state is
evidence of that item’s functional availability in Louisiana. For some
items, BellSouth has been providing the equivalent functionality for many
years. Other items have not yet been ordered by CLECs; however,
BellSouth has conducted extensive testing of these items to confirm that a
given service or unbundled network element is functionally available from
BellSouth.

This means that BellSouth need not depend upon CLECs actually ordering each item
that is generally offered in order to prove that each item is functionally available.
BellSouth has conducted testing, which | will refer to in my testimony as end-to-
end testing, which demonstrates that a given Checklist item is functionally
available from BellSouth even if, to date, no CLEC has requested it. This end-
to-end testing was conducted to confirm that, once requested by a CLEC,
BellSouth could provision, maintain and repair, and render a bill for the Checklist
item. The end-to-end testing was conducted by product managers, project
managers, and others within BellSouth who have day-to-day responsibilities
associated with providing service to BellSouth’s CLEC customers. Each end-to-
end test summary included a “sign-off” sheet identifying the functional
responsibilities of each end-to-end test team member along with a signature
page showing each team member’s verification of the successful conclusion of
the test. Exhibit WKM-1, which is attached to this affidavit, shows Checklist
items for which BellSouth has performed end-to-end testing. Exhibit WKM-1
also contains the summaries of the end-to-end test results.

The end-to-end testing was performed by the testing team by first creating an order for

a given Checklist item and placing that order into the provisioning process flow.
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The progress of that test order was then monitored at each step of the
provisioning process to verify that the order could be processed as expected
without error conditions occurring or manual corrective intervention being
applied. If the test order encountered problems or errors were identified, the test
was halted and analyses performed to identify the cause of the problem or error.
Corrective action was taken to eliminate the source of the problem or error.
Once the corrective action was in place, the end-to-end test was restarted to
verify that the solution was effective and that no other problems or errors
occurred. The end-to-end test was deemed successful only when an order could
proceed through all required provisioning steps without error and without any
manual intervention. In many cases the test team discussed any problems
encountered plus the corrective actions taken. All end-to-end tests summarized
in Exhibit WKM-1 were successfully completed.

Several of the end-to-end test summaries contain comments by the subject matter
experts who conducted the test providing additional information regarding the
conduct or results of the test. One such example is included in the test results
summary sheet for unbundled local switching - 2 wire analog port. The
comments are made in response to the questions “Was enough time allotted for
ETET [end-to-end testing] requirements?” The author responded “Enough time
was allotted for actual test of ordering, provisioning, and maintenance, however
there was not enough time or resources allotted for development of the product
or billing.” Regarding “development of the product”, the author was referring to
additional product development such as new feature or functionality
development. Such product development was rightly not the subject of the end-
to-end test. Instead, the end-to-end test was designed to verify that BellSouth

could appropriately respond to a request from a CLEC for a given unbundled
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network element or resold service. The functionality and attributes of that
unbundled network element or resold service were set out in the appropriate
technical service description. Regarding “billing”, the author was recognizing
that, at the time the end-to-end test was performed that BellSouth had not yet
completed work necessary to mechanically produce a bill for unbundled local
switching. The author noted also that “Billing data reflects rates expected from
contract file.” Thus, while development of the mechanized billing process was
not yet complete at the time the end-to-end test was performed, the test team did
verify that billing records were generated and the those records reflected the
expected rates which would be used by the mechanized billing system. The
mechanized billing process for those unbundled network elements containing a
usage charges has now been developed, tested and implemented as discussed
in the part of this affidavit addressing Checklist Item VI, local switching.

The end-to-end test summaries also contain comments by the authors regarding any
problems or anomalies encountered such as data base updating activities for
unbundled network elements. One such example in the Test Results Summary
Sheet for unbundled channelization is the comment “In addition channelized
services did not load to WFA [Work Force Administration, a support system
used by BellSouth during provisioning and maintenance activities]; this was
found to be a preexisting condition and does not affect CLEC identification or
provisioning.” In this case, the test team is simply pointing out that the end-to-
end testing for unbundled channelization was successfully completed (as were
all the end-to-end tests summarized in Exhibit WKM-1) and that the preexisting
limitation in WFA did not impede the appropriate updating of required
databases.

The end-to-end testing also verified that all required databases used in the
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maintenance and repair of a Checklist item were appropriately updated.
Verifications were made that, if BellSouth received a trouble report from a CLEC
customer for a Checklist item, BellSouth could maintain and repair the Checklist
item appropriately.

The end-to-end testing also verified that an accurate bill could be rendered to the
CLEC customer for the Checklist item. This included verifying that the discount
level, in the case of resold services, was the correct level at the time the testing

was performed.

CHECKLIST ITEM(i): INTERCONNECTION

The access BellSouth provides CLECs to points of interconnection will be equal in
quality (as defined by 47 C.F.R. 8 51.331) to what BellSouth provides to itself,
and will meet the same technical criteria and standards used in BellSouth's
network for a comparable arrangement, except where requested otherwise. 47
U.S.C. § 251(c)(2)(C) and 47 C.F.R. 8 51.305(a)(3), (4). BellSouth and a CLEC
may mutually agree to utilize another interconnection method when it is
determined to be technically feasible via the bona fide request process.

BellSouth has technical service descriptions outlining its local interconnection trunking
arrangements and switched local channel interconnection. These, and other
technical service descriptions, are included in Exhibit WKM-9 which is attached
to my affidavit. BellSouth also has procedures in place for the ordering,
provisioning, and maintenance of its interconnection services. As of September
30, 1997, BellSouth has provisioned approximately 936 trunks interconnecting
its network with the networks of CLECs in Louisiana (that is, trunks from CLECSs’
switches to BellSouth’s switches). In its nine-state region, BellSouth has

installed approximately 30,609 interconnection trunks from CLECSs’ switches to
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BellSouth’s switches as of September 30, 1997.

Interconnection at all points and using all methods available is provided under
nondiscriminatory and reasonable terms and at the same level of quality and
comparable interconnections that BellSouth provides to itself and its affiliates.
47 U.S.C. 8 251(c)(2)(C) and (D). These equal quality interconnections are
achieved through the use of the same facilities, interfaces, technical criteria, and
service standards as BellSouth applies to itself. Order § 224. The above
standard of interconnection fulfills BellSouth's obligations under Section 271
(©)(2)(B)()) and 25 1 (c)(2)(B) and (C) to interconnect with other carriers at a level
of quality that is at least equal to what BellSouth provides itself.

End-to-end testing of interconnection was not performed given the very large quantity
of interconnection trunks already in service. Further, because the necessary
methods and procedures for access have been in place for many years, the
necessary procedures for ordering, provisioning and maintaining interconnection
trunks were in place and were considered “business as usual.”

In the past, BellSouth has experienced a small number of isolated problems in
establishing physical connections with certain CLECs’ networks. Although some
of these problems caused service disruptions for short periods of time, BellSouth
has implemented numerous procedures to eliminate such problems. For
example, BellSouth has modified the procedures by which BellSouth employees
verify and test the interconnection provided to CLECs; BellSouth has also added
network equipment to prevent trunk blockage problems and to restore service
quickly in the case of future outages. BellSouth is not aware of any incident
where it improperly canceled a CLEC'’s service, or did not respond in a timely

manner to a CLEC’s properly executed request for interconnection.
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PHYSICAL COLLOCATION AND VIRTUAL COLLOCATION

The procedures for entering into collocation arrangements are included in BellSouth’s
Collocation Handbook. This handbook is available to all CLECs upon request
and is intended to provide in one reference source all pertinent information. The
Collocation Handbook contains established standardized procedures which will
reduce the need for individualized negotiations and pricing.

BellSouth offers CLECs that collocate equipment in BellSouth’s central offices several
options of how to power their equipment. Obviously, for safety reasons, proper
standards must be conformed to by all parties. BellSouth places no restrictions
on the type of telecommunications equipment which may be physically
collocated within a BellSouth central office. However, in order to protect
BellSouth facilities, equipment and personnel, and the equipment and personnel
of collocators, all collocation arrangements must be engineered and installed by
a BellSouth certified supplier and must comply with the Bell[South Engineering
and Installation Standards for Central Office Equipment (TR 73503). A CLEC
may be approved to perform those tasks (physical collocation) which must be
performed by certified suppliers, except in those situations where the required
work may result in going beyond their equipment parameters (i.e. virtual
collocation). In virtual collocation situations, CLECs will be required to use a
BellSouth Engineering and Installation (E/I) certified supplier. Beyond these
requirements, installation and engineering decisions regarding physically
collocated equipment are left to the discretion of the collocator and the
collocator’s certified engineering and installation vendor.

Within its central offices, BellSouth conducts routine inspections and uses standard
security procedures to ensure that BellSouth’s facilities, as well as the collocated

facilities of CLECs, are protected and to certify that all of the equipment that is
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connected to such facilities is installed by certified vendors. A CLEC is
permitted to employ its own personnel in establishing connections for that
CLEC's facilities which are allocated in physical collocation arrangements within
BellSouth’s central offices. In either case, BellSouth requires that its own
employees also be present to monitor and provide BellSouth’s half of the
connection.

With either Physical Collocation or Virtual Collocation, BellSouth provides an
interconnection point or points, physically accessible by both BellSouth and the
requesting CLEC, at which the transmission cables carrying the CLEC'’s circuits
enter BellSouth’s premises. The CLEC may use at least two such
interconnection points at each of BellSouth’s premises at which there are at
least two existing entry points and where space is available for new facilities in
those entry points. 47 C.F.R. 8§ 51.323(d)(1) and 47 C.F.R.- 8 51.323(d)(2).
SGAT § 1.1, Sprint 8§ VI.A, PrimeCo § VI.A .

The Synchronous Optical Network based (SONET-based) Interconnection arrangement
is similar to the Virtual Collocation arrangement, except that both the CLEC and
BellSouth install SONET-based equipment in their respective locations and can
choose the SONET equipment vendor of their choice. All of the same options
for service configurations exist for this arrangement as with the Virtual
Collocation Interconnection. The FCC tariff rate will be applied in accordance
with Paragraph 826 of the FCC'’s First Report and Order (released August 8,
1996). (“FCC Order”).

If a CLEC has no cable facilities of its own available for interconnection, it can lease
special access DS1 or DS3 facilities from BellSouth. If the CLEC already has a
fiber facility collocated in a BellSouth central office for other purposes, it can use

the spare capacity of that facility for local exchange interconnection. 47 C.F.R. §
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51.323(qg).

BellSouth will provide to a CLEC at the CLEC’s request, on a first come, first served
basis, physical collocation under the same terms and conditions available to
similarly situated carriers. 47 C.F.R. § 52.323 (f). SGAT 8§ I1.B.6, Sprint § VI.A,
PrimeCo 8 VI.A. Physical collocation is available from BellSouth as evidenced
by the fact that, from late 1996 through September 30, 1997, 21 physical
collocation arrangements have been put in service throughout BellSouth’s nine-
state region. As of September 30, 1997, one (1) physical collocation
arrangement was in service for a CLEC in Louisiana and two (2) physical
collocation arrangements were in progress towards completion. Also as of
September 30, 1997, a total of 88 physical collocation arrangements were in
progress across BellSouth’s nine-state region.

Collocated equipment will be placed in secured areas, separated from BellSouth’s
equipment area. The CLEC may elect to terminate its own fiber entrance cables
on its collocated equipment. A space preparation charge will be assessed for
constructing the secure space. The CLEC will be able to install, operate and
maintain its equipment within that space and arrangements will be made for the
installation of cross-connections to BellSouth’s unbundled network elements,
transport services, and trunking to other BellSouth central offices. In addition,
BellSouth will permit the placement of interconnection facilities which allow a
collocating CLEC to connect its equipment in its physical collocation space to
the equipment in another CLEC'’s physical collocation space within the same
central office. BellSouth also permits a CLEC to place interconnection facilities
between its physical collocation spaces within a building in those cases when a
single CLEC has more than one physical collocation arrangement in a given

central office building. The CLECs may provide such interconnection facilities
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themselves or, at the CLECS’ request, such facilities will be provided by
BellSouth. In the event that the equipment of either or both CLECs is placed in
virtual collocation space, BellSouth will provide such interconnection facilities for
their use. A CLEC may use its collocated facilities to provide interoffice trunking
for the purpose of originating and terminating calls between a CLEC’s switch and
a BellSouth switch, and for transit calls to or from a third party via BellSouth’s
tandem switch. 47 U.S.C. 8§ 251(c)(6).

A CLEC may also use its physical collocation arrangement to combine unbundled
network elements which the CLEC acquires from BellSouth. Such combinations
may also include equipment or facilities which the CLEC provides for itself.
BellSouth will extend unbundled network elements to a CLEC’s physical
collocation arrangement and will terminate those unbundled network elements in
such a way as to allow the CLEC to provide any cross connections or other
required wiring within the collocation arrangement in order to effect the
combination. One simple example to illustrate how a CLEC might combine
individual unbundled network elements is the combination of an unbundled loop
with an unbundled switch port. Both the loop and the switch port are normally
terminated on the Main Distributing Frame (MDF) within the BellSouth central
office. Upon request of the CLEC, BellSouth will wire the loop from the MDF to
the CLEC's collocation arrangement. BellSouth will also wire the switch port
from the MDF to the collocation arrangement. The CLEC may then combine any
unbundled loop it has acquired from BellSouth with any unbundled switch port it
has acquired from BellSouth, subject to the technical parameters of the loop and
the port. By technical parameters, | refer to the characteristics and functionality
provided by given unbundled network elements. For example, a two-wire analog

unbundled loop will normally be combined with a two-wire unbundled switch port.
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The CLEC is responsible for making any necessary cross connections within the
physical collocation arrangement.

The collocating CLEC may locate any equipment used for interconnection or access to
unbundled network elements in the secured space. Under this option, the CLEC
may locate remote switching modules that do not provide enhanced services in
BellSouth buildings. 47 C.F.R. § 51.323(c).

BellSouth’s goal is to adapt its central offices such that separate and secured
entrances are available for use by personnel of physically collocated carriers.
Construction efforts are now underway in several BellSouth central offices to
achieve this goal. Regrettably, some buildings cannot be or have not yet been
reconfigured to permit the desired separate entrance. In such cases, security
escorts are provided to accompany non-BellSouth personnel who must traverse
BellSouth restricted areas to reach the equipment spaces of collocated carriers.
Security escorts are available to CLECs 24 hours a day, seven days a week.
The procedure is the same regardless of the time of day or the day of the week.
BellSouth will not make inspection of CLEC collocation arrangements without

prior notification except in emergency situations.

Virtual Collocation

Where space is not available for Physical Collocation, or upon request of the CLEC,
BellSouth will offer Virtual Collocation in accordance with the existing BellSouth
Tariff FCC Number 1, Section 20, “Virtual Expanded Interconnection Service”, as
contemplated by Paragraph 826 of the FCC Order. Under this option, the CLEC
would install fiber optic transmission cable to the entrance manhole of the
BellSouth tandem or end office and provide sufficient additional cable for

BellSouth to pull the cable into a cable vault. BellSouth will splice the CLEC's
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transmission cable to a CLEC-provided riser tail and cable termination shelf
assembly. The CLEC will directly contract with a BellSouth certified vendor for
the engineering and installation of its collocation equipment arrangement. The
CLEC will lease to BellSouth all equipment, facilities and support components
required to provision and maintain/repair the arrangement on an ongoing basis
for the nominal fee of one dollar ($1.00). Performance monitoring, alarm
monitoring and software cross-connect control of all collocator-owned/BellSouth-
leased facilities and equipment are the responsibility of the CLEC. Once notified
by the CLEC that work is necessary, BellSouth will, at a minimum, maintain and
repair collocated equipment within the same time periods as those that apply to
the performance of similar functions for the same types of equipment used by
BellSouth for itself. The facilities installed under this option can be used for
interoffice trunking between the CLEC and BellSouth and for access to
unbundled network elements. These virtual collocation facilities may also be
used for special or switched access. 47 C.F.R. § 51.323(a), (e).

Exhibit WKM-2 is a list of physical and virtual collocation arrangements in progress and
complete in Louisiana and BellSouth’s nine-state region. Across BellSouth’s
nine-state region, there were 149 virtual collocation arrangements in service to
CLECs with an additional 41 arrangements in progress as of September 30,
1997.

In Louisiana, the four (4) virtual collocation arrangements in service plus the four (4)
virtual collocation arrangement in progress are located in four different BellSouth
central offices. Those central offices are:

Baton Rouge Goodwood,;
Baton Rouge Main;

New Orleans Main;
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Shreveport Main.
Thus, BellSouth has experience in providing virtual collocation to CLECs in
Louisiana in a variety of central offices.
Details of collocation arrangements are worked out between the parties. Thus, end-to-

end testing was not performed for physical or virtual collocation.

CHECKLIST ITEM (ii): NONDISCRIMINATORY ACCESS TO NETWORK ELEMENTS

Each network element provided by BellSouth to all CLECs will meet applicable
performance standards and be at least equal in quality and performance to that
which BellSouth provides to itself.

As required by the FCC's Order, BellSouth makes available nondiscriminatory access
to the following core unbundled elements:

Local loop;

Loop concentration in BellSouth central offices;
Network Interface Device;

Local switching;

Tandem switching;

Interoffice transport;

Digital cross connection;

Signaling networks and call-related databases;
Operations support systems functions;
Operator services and directory assistance.

Most of the minimum set of network elements are separately required by the checklist
and therefore will be discussed in later sections of my affidavit. However, the
Network Interface Device (“NID”) will be discussed in this section. The NID is a

cross-connect device used to connect loop facilities to a customer's inside
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wiring. The NID contains connection points to which the service provider and
the end-user customer each make their connections. The CLEC may provide its
own NID and thereby interface to the customer’s inside wire through the
customer chamber of the BellSouth NID. This method has been referred to as
the “NID-to-NID” method in that the CLEC connects its NID to the BellSouth NID
and thereby gains connectivity between the CLEC’s loop and the customer’s
inside wire. As a second method, BellSouth has agreed to allow a CLEC to
connect its loop directly to any spare terminals in the BellSouth NID and thereby
gain access to the customer’s inside wire. 47 C.F.R. § 51.319(2).

Any repairs, upgrades, or rearrangements requested by the CLEC will be performed by
BellSouth based on time and material charges.

At multiple dwelling units or multiple-unit business premises, it is normally expected
that the CLEC will provide its own NID and will connect directly with the
customer’s inside wire without any requirement to connect to the BellSouth NID.
In those situations where it is necessary to relocate or rearrange the BellSouth
NID to allow access to the customer's inside wiring, such rearrangements or
relocations will be charged to the CLEC on a time and materials basis.

The NID may be purchased separately if the CLEC provides its own loop distribution
facilities. BellSouth will also provide a loop/NID combination upon request by
the CLEC. BellSouth has tested the availability of the NID. During the testing
process, service orders for a NID flowed properly through BellSouth’s systems
and accurate bills were generated.

The cross connect, which BellSouth also makes available to CLECs, is the media
between the BellSouth distribution frame and a CLEC-designated collocation
facility or BellSouth provided unbundled network elements purchased by the

CLEC. SGAT §1V.B.2. BellSouth has tested the availability of the cross
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connect. During the end-to-end testing process for collocation spaces, the

proper order processing and billing for cross connections were verified.

CHECKLIST ITEM(iii): ACCESS TO POLES, DUCTS, CONDUITS AND RIGHTS-OF-

WAY

At present, 13 CLECs, including 9 that operate in Louisiana, have executed license
agreements with BellSouth that allow them to attach their facilities to BellSouth’s
poles and place their facilities in BellSouth’s ducts and conduits. Furthermore,
BellSouth has been providing cable television companies and power companies
with access to poles, ducts, conduits and rights-of-way for many years. Exhibit
WKM-3 to my affidavit contains a status report of all requests from CLECs in
Louisiana for access to poles, ducts, conduits and rights-of-way. It shows that
access to poles, ducts, conduits, and rights of way is functionally available from
BellSouth.

Access to poles, ducts, conduits and rights of way is an arrangement rather than an
unbundled network element. Access to poles, ducts, conduits and rights of way
is worked out between the parties. Further, because methods and procedures
have been in place to allow other utilities access to BellSouth’s poles, ducts, and
conduits, the necessary methods and procedures for obtaining such access by
CLECs are in place and are considered business as usual. Accordingly, end-to-
end testing was not performed for access to poles, ducts, conduits and rights-of-

way.

17



Draft

CHECKLIST ITEM (iv): LOCAL LOOP

Unbundled local loop transmission is functionally available from BellSouth. BellSouth
has technical service descriptions outlining the unbundled loops that are
available and has implemented procedures for the ordering, provisioning, and
maintenance of unbundled loops. These technical service descriptions are
included in Exhibit WKM-9 which is attached to my affidavit. While as of
September 30, 1997, no CLEC in Louisiana has requested any unbundled loops
from BellSouth, BellSouth had provisioned 5,882 unbundled loops to CLECs in
its nine-state region as of that same date.

BellSouth has worked cooperatively to meet CLECSs’ loop requirements. In one
instance, a CLEC in Florida requested BellSouth to provide a loop which the
CLEC could use to provide Frame Relay service to its customer. As BellSouth
and the CLEC undertook to determine the technical requirements of such a
Frame Relay capable loop, BellSouth made its Synchronet service available to
the CLEC on an interim basis because this service has many of the service
attributes the end user customer wanted. BellSouth and the CLEC have
subsequently determined and agreed to loop types and sub-loop elements
required for the CLEC to provide its Frame Relay service in Florida and
BellSouth stands ready to provide those items to the CLEC upon request.

BellSouth also has conducted testing to verify that unbundled local loop transmission is
available to CLECs. Specifically, BellSouth tested the availability of: (1) 2-wire
and 4-wire unbundled voice loops; (2) 56 Kbps and Basic Rate Interface
unbundled digital loops; (3) unbundled DS1 with bundled interoffice transport;
(4) ADSL capable loop and; (5) HDSL 2-wire and 4-wire capable loops. An
order for each of these items was generated and flowed through BellSouth’s

systems in a timely and accurate fashion. Billing records were reviewed as part
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of the end-to-end testing to verify that each item had been billed correctly.
BellSouth has devoted considerable resources to coordinating responses to
CLEC requests for unbundled loops to ensure that loops are provided properly
and accurately and to correct any and all deficiencies that CLECs reasonably
identify. Where repair is required to correct a deficiency and BellSouth is at
fault, BellSouth covers all charges for the repair of unbundled loops.

In addition to the unbundled loop, BellSouth provides access to Network Interface
Devices as explained in connection with checklist item (ii), above. BellSouth will
also provide a loop/NID combination upon request by a CLEC.

BellSouth conducted a study of its cutover results for one CLEC doing business in
Georgia. As of June 20, 1997, BellSouth has provisioned 325 loops to that
CLEC in Georgia. Of these, 318 loops (98%) were cutover within 15 minutes.

As with any complex offering such as unbundled loops, a few problems occurred in late
1996 and early 1997 for certain CLEC customers. In a very small number of
instances, human error resulted in a service problem for CLEC customers. One
such incident occurred in Georgia due to a BellSouth service representative
misinterpreting instructions for filling out a necessary form and mistakenly
inputting incorrect information into the form. BellSouth corrected the problem
when the CLEC made BellSouth aware of it. The service representative was
trained on the correct steps to take in fulfilling an order of the type involved.
Apart from isolated cases of human error, past problems (which have all been
corrected) fall into the following three categories: (1) incorrect loop design
specifications which resulted in low transmission levels or noise on customer
circuits; (2) lack of proper coordination between work activities removing the
customer’s loop from the BellSouth switch and reconnecting the customer’s loop

to the CLEC's switch, and (3) improper changes to a switch memory setting
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referred to as a Simulated Facilities Group (SFG). Each of these three problems
along with corrective actions taken by BellSouth to prevent future such
occurrences are described in the paragraphs immediately following.

A very few customer loops in Georgia (less than ten) had an incorrect technical design
specification which inserted transmission loss into the circuit. This additional
loss caused low transmission levels (low volume) and noise on the customer’s
loops. The corrective action taken by BellSouth was to redesign the loop
specifications to eliminate the inserted loss. This loop specification became the
BellSouth standard used in all nine BellSouth states including Louisiana. No
further customer problems of this type have occurred, although BellSouth has
since provided thousands of unbundled loops to CLECs.

During the process of loop conversions from BellSouth to a CLEC, the customer loop is
physically removed from the BellSouth switch and then reconnected to the CLEC
switch. This step is necessary in order to effect the conversion. Until early in
1997, BellSouth accomplished this conversion by processing two different
orders. The first order accomplished the disconnect activity and the second
order accomplished the reconnect activity. In a very few instances, the required
coordination between the disconnect and reconnect orders did not take place
effectively and customer service was interrupted. The corrective action taken by
BellSouth was to classify the disconnect and reconnect orders as “related”
orders that were to be processed together. In this manner, a BellSouth
technician, in preparing to work the disconnect order, is automatically informed
of the associated reconnect order which must be worked at the same time.
Since this corrective action was put in place in early 1997, no additional
problems of this type have occurred.

One CLEC has argued that its loop cutovers were not coordinated even though the
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CLEC had sent requests to BellSouth for the updating of information in
BellSouth’s Line Information Database (LIDB), which is used in verifying calling
cards used to place toll calls. Given that similar LIDB update requests are made
for CLEC end user customers who are not served over an unbundled loop
provided by BellSouth, however, requests to update LIDB cannot be properly
construed as requests for coordinated provision of unbundled loops. BellSouth
routinely performs the necessary updates to LIDB as required. Further, | am not
aware of any complaints by CLECs regarding BellSouth providing either LIDB
updates or access to the database. The LIDB update process and coordination
of loop cutovers are entirely separate steps in providing service, whether the
CLEC serves the end user customer over an unbundled loop provided by
BellSouth or whether the CLEC serves the end user customer over a CLEC-
provided loop.

During late 1996 and early 1997, on certain conversions of unbundled loops from the
BellSouth switch to the CLEC switch, the CLEC also requested interim number
portability and problems with porting of the telephone number occurred due to
incorrect settings of the SFG. The maximum number of simultaneous ported
number calls from the BellSouth switch and a given CLEC switch is controlled by
the SFG. The SFG contains a numeric value that equals the maximum quantity
of simultaneous ported calls from all customers of a given CLEC served by that
BellSouth switch. In a very few instances, the SFG was incorrectly set to very
low values which restricted the quantity of simultaneous calls that could be
ported. As a result, some CLEC customers complained that they could not be
called. However, the CLEC customer could always make outgoing calls.
BellSouth has solved this problem by instituting special training for BellSouth’s

technicians who make changes to the SFG and by having a special computer
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message appear to the BellSouth technician informing him or her of the critical
nature of the SFG translation and requesting that the technician positively affirm
the intention to proceed with making any change to the SFG. Since the
introduction of the training and associated on-line reminders in early 1997,
BellSouth has had no further occurrences of incorrect settings of SFGs for

CLECs.

CHECKLIST ITEM (v): LOCAL TRANSPORT

Local transport is functionally available from BellSouth. BellSouth has technical service
descriptions outlining both dedicated and shared interoffice transport and has
procedures in place for the ordering, provisioning, and maintenance of these
services. These technical service descriptions are included in Exhibit WKM-9
which is attached to my affidavit. As of September 30, 1997, BellSouth had
provided twenty two (22) dedicated local transport trunks to CLECs in Louisiana.
BellSouth has provided 961 dedicated trunks providing interoffice transport to
CLECs in its nine-state region as of that same date.

For shared transport, specific counts of trunks providing service to CLECs can not be
determined. This is because, as the name (shared transport) implies, all trunks
in a given trunk group are available for carrying any carrier which uses that
group, including BellSouth and in some cases multiple CLECs. At present, no
CLEC in Louisiana has requested that BellSouth provide it shared transport.
Across its nine-state region, BellSouth is providing shared transport to two
CLECs.

Because unbundled interoffice transport (both dedicated and shared) is very similar to
the interoffice transport components of special access services that BellSouth

has been providing for years, BellSouth reasonably concluded that end-to-end
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testing of its systems and circuits was not necessary. However, BellSouth did
conduct testing which verified that service orders for dedicated transport, shared
transport, and unbundled channelization flowed through the back office systems

as planned and that accurate bills were generated.

CHECKLIST ITEM (vi): LOCAL SWITCHING

BellSouth has a technical service description and has procedures in place for the
ordering, provisioning, and maintenance of its switching services. This technical
service description is included in Exhibit WKM-9 which is attached to my
affidavit. As of September 30, 1997, BellSouth has no unbundled switch ports in
service in Louisiana. Region-wide, BellSouth had 21 unbundled switch ports in
service as of that same date, which evidences the functional availability of
unbundled local switching from BellSouth.

Customized routing (which has also been referred to as selective routing) allows the
calls from a CLEC’s customers served by a BellSouth switch to reach the
CLEC'’s operator service or directory assistance service platforms instead of
BellSouth’s operator service and directory assistance service platforms. As yet
no CLEC in Louisiana has requested that BellSouth provide it with customized
routing; however, BellSouth has completed work to provide a CLEC in Georgia
with customized routing and customized routing is operationally available to that
CLEC. BellSouth provided selective routing to the CLEC in Georgia using the
“line class code” method. In addition, that same CLEC has requested that
certain calls, such as “411” calls to directory assistance, be re-routed as 900
NPA calls to the CLEC's directory assistance platform. While this type of routing
was neither the subject of arbitration between BellSouth and any CLEC, nor in

the CLEC's original request for customized routing under its interconnection
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agreement, BellSouth will investigate this additional functionality via the bona
fide request process agreed to between BellSouth and this CLEC.

A second method for providing selective routing is through the use of BellSouth’s
Advanced Intelligent Network (AIN) platform. Development work continues on
this method and it is expected that a technical and market trial of this method will
commence in Georgia during December 1997. Exhibit WKM-11 to my affidavit is
a description of the AIN method of providing selective routing.

A bill for the monthly charges for the flat-rate priced (that is, non-traffic sensitive)
components of unbundled local switching can be system generated at present.
The usage charges for the traffic sensitive components of unbundled local
switching contain several components and can vary by distance and the number
of switches involved in completing the call. Here again, BellSouth has
completed the required developmental and implementation work and has a
process in place and the capability to produce a bill mechanically for usage
charges if a CLEC purchases unbundled switching from BellSouth.

BellSouth’s billing system for unbundled network elements has been enhanced to
mechanically generate a bill for those unbundled network elements which
contain a local usage element. For unbundled local switching, the new billing
process provides for six (6) usage sensitive elements as follows:

Unbundled local switching - switching function
Unbundled local switching - trunk port

Unbundled interoffice transport - fixed element
Unbundled interoffice transport - mileage element
Unbundled tandem switching - switching function
Unbundled tandem switching - trunk port

BellSouth provides the CLEC customer with details of usage measurements
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upon request in order for the CLEC to verify the accuracy of the “summary usage
file” .
Key dates for the implementation of the new billing process are as follows:

August 14, 1997: Customer Record Information System (CRIS) is
updated to Release 97.3 which allows production of the “summary
usage file.”

August 25, 1997: First production cycle of the “summary usage file” is
sent from CRIS to the Customer Billing Systems File Transfer
Protocol (FTP) server.

September 15, 1997: “Summary usage file” is processed to produce and
verify accuracy of test bills.

September 25, 1997: First production of bills for CLECs for usage
elements. Output of process is sent back to CRIS for inclusion on
CLEC bills in “Other Charges and Comments” section.

Exhibit WKM-12 which is attached to this affidavit is a copy of a test bill generated to
verify the accuracy of the process. To my knowledge, there have been no CLEC
complaints regarding the format, contents or accuracy of the bills produced

beginning September 25, 1997.

CHECKLIST ITEM (vii): 911/E911, DIRECTORY ASSISTANCE AND OPERATOR

CALL COMPLETION

BellSouth has developed a “CLEC GUIDE” (E911 Local Exchange Carrier Guide for
Facility Based Providers) (Exhibit WKM-10) which provides the information
needed for facility based providers to interconnect to BellSouth for 911 services.
In general, the process for facility based carriers begins upon initial contact with

the BellSouth CLEC Coordinator where a non-disclosure agreement is provided
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to the CLEC for 911 services. Once BellSouth receives the signed non-
disclosure agreement from the CLEC, and any concerns are mutually discussed
and resolved, 911 trunks are ordered through the CLEC’s Interconnect Account
Team.

BellSouth subsequently works with the CLEC to determine the appropriate 911 tandem
for routing of the CLEC’s 911 calls. The CLEC will then furnish, to BellSouth,
lists of the CLEC’s NPA/NXXs and 911 tandems as well as a MSAG (Master
Street Address Guide) request. The MSAG is used by the CLEC to send its
customer data (mechanically) to BellSouth in the correct format. This data is
then included in the 911 database; subsequent data sent by the CLEC is
processed daily. Any errors found are faxed back to the CLEC with error codes
(codes furnished in the CLEC Guide). It is the responsibility of the CLEC to
correct errors and re-submit its subscriber information mechanically back to
BellSouth. Also, the CLEC has a responsibility to remain in contact with the
counties to determine certain information such as default ESN (Emergency
Service Number) and surcharge information. Exhibit WKM-4 indicates how
BellSouth maintains the accuracy of CLEC information in the 911 database with
the same accuracy and reliability that it maintains the database entries for its
own customers and provides access to this database in a nondiscriminatory
manner. BellSouth is not aware of any instances where it caused incorrect end
user information regarding a CLEC end user customer to be sent to emergency
services personnel.

Access to 911 and E911 services is provided through existing tariffs to local
government bodies in Louisiana. BellSouth will provide customers of CLECs
with access to the type of 911 service selected by the governmental body of the

area in which they reside in a manner identical to the 911 service supplied to

26



Draft

BellSouth's own customers. A CLEC may provide 911 access service directly to
the governmental body, or may interconnect to BellSouth's existing service
arrangement, at the request of the governmental body.

BellSouth will provide and maintain equipment at the E911 Control office and the
Database Management System as necessary to perform E911 services for the
requesting local E911 customer. This will include some or all of the following as
needed:

Transporting the E911 calls from the CLEC's switches to the Control
Office of the E911 system;

Switching the E911 calls through the Control Office to the Public Safety
Answering Point;

Storing the names, addresses, and associated telephone numbers from
the CLEC's customers in electronic data processing databases for
the E911 Database Management System;

Transmission of the information associated with the CLEC's customers to
the Public Safety Answering Point upon the customer calling 911.

BellSouth will provide and maintain sufficient dedicated E911 circuits according to
provisions of the E911 tariff and specifications of the E911 customer. BellSouth
will also provide the CLEC a description of the geographic area and Public
Safety Answering Points served by the E911 Control Office. SGAT 8VII.A,
Sprint 8 X.A, PrimeCo § IX.A, AT&T Att.2 (Pg.106), MCI Att.VIII-63. BellSouth
routinely monitors service levels (percent call blockage) on E911 trunk groups
and takes appropriate, coordinated action with the responsible CLEC to provide
additional trunks as needed. These trunk servicing activities are performed in
the same time frame and manner as BellSouth does for the E911 trunk groups

from its own switches. See the affidavit of William N. Stacy for an extended
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discussion of BellSouth’s trunking architecture and procedures.

BellSouth will provide all necessary street address information for the exchanges or
communities where the CLEC will operate in order to allow the CLEC to create
the necessary customer files for E911 automatic location identification.
BellSouth will also provide the CLEC with all necessary documentation for the
operation of the local E911 system and the methods of downloading and
maintaining files of end user records. SGAT 8§ VII.A.4, Sprint § X.A, PrimeCo
§ IX.A, AT&T Att.2 (Pg.106), MCI Att.VIII-63.

BellSouth has had procedures in place since early 1996 by which CLECs can connect
their switches to BellSouth E911 tandems. As of September 30, 1997, CLECs
have requested and BellSouth had provided eight (8) such trunks from CLECs in
Louisiana. In its nine-state region, BellSouth had 213 trunks in service
connecting CLECs’ switches with BellSouth’s E911 arrangements as of that
same date. In its nine-state region, 15 CLECs were sending mechanized
telephone updates to BellSouth for inclusion in the 911 database as of
September 15, 1997. Those mechanized updates include both end user
customers to whom CLECs provide service via the resale provisions of the Act
as well as those end user customers to whom CLECs provide service from the
CLECs’ own switches. Because methods and procedures have long been in
place to allow other carriers, including independent LECs, access to BellSouth’s
E911 and 911 updating capabilities, the necessary methods and procedures for
obtaining such updating by CLECs have been business as usual. Accordingly,
end-to-end testing of E911 database updating was not performed.

BellSouth provides CLECs with Directory Assistance Access Service (DAAS), which
allows CLEC end users to obtain telephone listing information from BellSouth’s

directory assistance platforms. CLECs also have access to BellSouth’s
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Directory Assistance Call Completion (DACC) service, which gives the CLEC
end user the option to have a call to BellSouth’s DA completed automatically.
BellSouth has developed a technical service description and ordering,
provisioning, and maintenance procedures for both its DAAS and DACC
services. These technical service descriptions are included in Exhibit WKM-9
which is attached to my affidavit. Facilities-based CLECs obtain access to these
services through trunks connecting the CLEC’s point of interface to BellSouth’s
DA location. As of September 30, 1997, CLECs in Louisiana had requested six
(6) directory assistance trunks from BellSouth and in BellSouth’s nine-state
region, there were 492 directory assistance trunks in place serving CLECs. In
its nine-state region, 15 CLECs were purchasing DAAS and 9 CLECs were
purchasing DACC from BellSouth as of October 1, 1997.

BellSouth provides selective routing which allows a CLEC to brand calls from its
customers with all directory assistance and operator services. Please refer to
the discussion earlier in my affidavit of Checklist Item VI regarding local
switching and selective routing.

Because methods and procedures have been in place to allow other carriers, such as
independent LECs, access to BellSouth’s DAAS, the necessary methods and
procedures for obtaining such access by CLECs were considered business as
usual. Accordingly, end-to-end testing was not performed for DAAS.

Likewise, because methods and procedures have been in place to allow other carriers
access to BellSouth’s DACC, the necessary methods and procedures for
obtaining such access by CLECs were considered business as usual.
Accordingly, end-to-end testing was not performed for DACC.

CLECs also have access to BellSouth’s intercept service, which refers calls from a

disconnected or non-working number to the proper number. BellSouth has
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developed a technical service description and ordering, provisioning, and
maintenance procedures for its intercept service. This technical service
description is included in Exhibit WKM-9 which is attached to my affidavit.
Facilities-based CLECs obtain access to BellSouth’s intercept service through a
dedicated trunk facility. As of September 30, 1997, no CLECs in Louisiana had
requested that BellSouth provide intercept trunks. However, in BellSouth’s nine-
state region, BellSouth had provided 14 intercept trunks to CLECs as of that
same date. Because methods and procedures have been in place to allow
other carriers access to BellSouth’s intercept service, the necessary methods
and procedures for obtaining such access by CLECs were considered business
as usual. Accordingly, end-to-end testing was not performed for Intercept
service.

BellSouth provides CLECs and other service providers with access to BellSouth’s
Directory Assistance Database Service (DADS). This allows CLECs to use
BellSouth’s subscriber listing information to set up their own directory assistance
type services. BellSouth also provides CLECs and other service providers with
access to BellSouth’s Direct Access to Directory Assistance Service (DADAS),
which gives CLECs direct access to BellSouth’s DA database in order to provide
a traditional directory assistance service. BellSouth currently provides both
DADS and DADAS to CLECs and to various third-party service providers, which
in turn furnish the service to CLECs. As of September 1, 1997, nine (9) CLECs
and other service providers in Louisiana were using BellSouth’s DADS. Ten
(10) CLECs and other service providers were using DADS across BellSouth’s
nine-state region as of that same date. While as of September 1, 1997, no
CLEC in Louisiana was using BellSouth’s DADAS, one (1) third party service

provider was using DADAS in another state of BellSouth’s nine-state region to
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provide the service to CLECs. Technical service descriptions and ordering,
provisioning, and maintenance procedures have been developed for both DADS
and DADAS. These technical service descriptions are included in the
information provided as Exhibit WKM-9. Because methods and procedures
have been in place to allow other carriers access to BellSouth’s DADS, the
necessary methods and procedures for obtaining such access were considered
business as usual. Accordingly, end-to-end testing for DADS was not
performed. Likewise, because methods and procedures have been in place to
allow other carriers access to BellSouth’s DADAS, methods and procedures for
obtaining such access by CLECs were also considered business as usual and
end-to-end testing was not performed.

Operator call processing is functionally available from BellSouth, which allows CLECs
to obtain both live operator and mechanized functionality. BellSouth has
prepared a technical service description and ordering, provisioning, and
maintenance procedures for its operator call processing service. The technical
service description is included in Exhibit WKM-9 which is attached to my
affidavit. Facilities-based CLECs can obtain access to operator call processing
by connecting their point of interface via a trunk group to BellSouth’s operator
services system. As of September 30, 1997, BellSouth had provided CLECs in
Louisiana with six (6) operator services trunks. Across its nine-state region,
BellSouth had provided CLECs with 194 operator services trunks as of that
same date . In Louisiana, BellSouth had provided CLECs two (2) verification
trunks as of September 30, 1997. Across its nine-state region, BellSouth had
provided CLECs with 48 verification trunks as of that that same date. Because
methods and procedures have been in place to allow other carriers, such as

independent LECs, access to BellSouth’s Operator Call Processing, the
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necessary methods and procedures for obtaining such access by CLECs were
considered business as usual. Accordingly, end-to-end testing was not

performed for operator call processing.

CHECKLIST ITEM (viii): WHITE PAGES LISTINGS

BellSouth has long made its white page listing capabilities available to independent
LECs and other service providers. Because methods and procedures have been
in place to allow other carriers access to Bell[South’s white page listing
capabilities for many years, the necessary methods and procedures for obtaining
such listings for CLECs were considered business as usual. Accordingly, end-
to-end testing for white pages listings was not performed.

| am aware of only one problem associated with inclusion of CLEC listings in
BellSouth’s white page listings. That problem resulted from the customer’s
listing erroneously not being included in the information downloaded into the
BellSouth directory assistance database. That one incident occurred in Georgia
on or about May 21, 1997, and was corrected upon notification to BellSouth by
the CLEC.

One CLEC has also argued that it should be provided the directory listings of local
exchange service providers other than BellSouth, even when those service
providers have expressly instructed BellSouth not to provide such listings until
an agreement between the CLEC and the local service provider is reached.
BellSouth has honored such requests from local service providers and believes
this to be a matter between the CLEC and those service providers, rather than a
matter between the CLEC and BellSouth. If a local service provider has not
expressly informed BellSouth to not provide its listings, BellSouth makes the

listings of that local service provider available to CLECs.
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CHECKLIST ITEM (ix): CODE ADMINISTRATION

BellSouth, as the North American Numbering Plan Administrator for its territory,
ensures that CLECs have nondiscriminatory access to telephone numbers for
assignment to their customers. SGAT § IX.A, Sprint 8 XII.A, PrimeCo § XL.A,
MCI Att.VIII-11. BellSouth adheres to the code administration guidelines (which
are attached to my affidavit as Exhibit WKM-5) published by the Industry
Numbering Council (INC), a national industry body under the Carrier Liaison
Committee (CLC), which is sanctioned by the Alliance for Telecommunications
Industry Solutions (ATIS). These guidelines provide instructions to CLECs as to
how to request and have NPA/NXX codes assigned. BellSouth has established
procedures to provide nondiscriminatory NXX code assignments to CLECs.
Pursuant to these procedures, which conform to the INC standards, BellSouth
had assigned a total of 14 NPA/NXX codes for CLECs in Louisiana as of
October 7, 1997. In its nine-state region, BellSouth had assigned 821 NPA/NXX
codes for CLECs as of October 7, 1997. To my knowledge, no requests from
CLECs for NPA/NXX code assignments have been refused by BellSouth either
in Louisiana or in BellSouth’s nine-state region.

BellSouth became aware of a very few instances where a NPA/NXX code assigned to a
CLEC was not activated as scheduled in all affected BellSouth switches. To
remedy the problem, about midyear in 1997 BellSouth modified its testing
procedures for new NPA/NXX codes to verify activation in all switches. The
problem has not recurred since BellSouth changed its procedures, although
scores of NPA/NXX codes have been assigned.

Because methods and procedures have been in place to allow other local service

providers to access NPA/NXX codes, the necessary methods and procedures to
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allow CLECs to obtain such NPA/NXX codes were considered business as
usual. Accordingly, end-to-end testing for NPA/NXX code assignments was not

performed.

CHECKLIST ITEM (x): ACCESS TO DATABASES AND ASSOCIATED

SIGNALING
The Checklist further requires that BellSouth provide:
Nondiscriminatory access to databases and associated signaling
necessary for call routing and completion. 47 U.S.C. 8 271(c)(2)(B)(x).

Nondiscriminatory access to signaling networks and call-related

databases. 47 C.F.R. 8§ 51.319(e).

BellSouth's SGAT and Louisiana agreements provide for non-
discriminatory access to BellSouth’s signaling networks and call-related
databases used for call routing and completion.

BellSouth provides nondiscriminatory access to its signaling links and Signal Transfer
Points (STPs) on an unbundled basis. 47 C.F.R. § 51.319(e)(1)(i). SS7 network
service is available to CLECs for their use in furnishing SS7-based services to
their end users or the end users of another CLEC subtending the Signal
Transfer Point (STP) of the interconnecting CLEC. SGAT 8 X, Sprint 8§ XIII.A,
PrimeCo 8 XII.LA, AT&T Att.2 (Pg.51), MCI Att.11I-40. This arrangement permits
CLECs to use BellSouth's SS7 signaling network for signaling between their
switches, between their switches and BellSouth's switches, and between their
switches and the networks of other parties connected to the BellSouth SS7
network. 47 C.F.R. 8§ 51.319(e)(I)(iii).

When a CLEC purchases unbundled switching capability from BellSouth, BellSouth will

provide access to its signaling network in the same manner that it provides such



Draft

access to itself. Since all unbundled switching elements will be provided on
switches that BellSouth uses to provide service to its own customers, all
signaling functions will be identical. 47 C.F.R. § 51.319(e)(1)(ii).

BellSouth's SS7 network provides dedicated two-way signaling links that interconnect
BellSouth STP locations and the CLEC Signaling Points at Signaling Point of
Interface locations. SGAT 8§ X.A, Sprint 8 XIIILA, PrimeCo 8§ XII.A, AT&T Att.2
(Pg.51), MCI Att.l11-40. The SS7 network consists of STP Port Termination(s) for
CLEC signaling and STP Interconnection Facility (also called Signaling Links).
The port terminations will consist of port connections of 56 Kilobits per second
(56 Kb/s) transmission facilities on BellSouth's STP. The STP Interconnection
Facility is the facility which lies between the multiplexing hub, which
demultiplexes the CLEC's 56 kb/s transmission from DS1 transmission facilities,
and the STP port. 47 C.F.R. 8 51.319(e)(2)(ii).

While one CLEC has argued that BellSouth does not provide CLECs with the use of
BellSouth’s SS7 network in conjunction with the service called Automatic Call
Return, Automatic Call Return does not use or require SS7 functionality. Instead,
Automatic Call Return is a switch based service in that the switch temporarily
stores the Automatic Number Identification (ANI) information of the calling
customer. If the called customer invokes the use of Automatic Call Return, the
switch completes the call by referring to the information stored in its memory,
rather than through the use of some external database. Thus, SS7 functionality
is not required for Automatic Call Return feature to operate properly, either for a
CLEC's end user customer or for a BellSouth end user customer.

The FCC Rules identified certain call-related databases at § 51.319(e)(2)(ii). BellSouth
provides access to its Line Information Database, 800/888 Service Database,

Calling Name Delivery Database, and Advanced Intelligent Services Feature
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Database.

BellSouth allows CLECs access to its Line Information Database ("LIDB") on the same
basis as BellSouth obtains access itself. The SGAT sets forth the terms and
conditions upon which BellSouth will provide database administration to store
the CLEC's line/billing records in BellSouth's LIDB. The SGAT provides the
methods and procedures to allow a CLEC to query the BellSouth LIDB database.
SGAT § X.A.3.a, AT&T Att.2 (Pg.60), MCI Att.11-48.

When a CLEC deploys its own local switching system, it will obtain access to the LIDB
by using the SS7 network and will have access to the same functions and
features of the database as BellSouth. 47 C.F.R- § 51.319(e)(2)(iv).

When a CLEC purchases unbundled local switching elements, the access will be
identical to that of BellSouth in the same switch. 47 C.F.R. § 51.319(e)(2)(iii).

BellSouth will provide access to the LIDB in accordance with the customer privacy rules
of § 222 of the Act. 47 C.F.R. § 51.319(e)(2)(vi).

BellSouth will provide all requesting CLECs nondiscriminatory access to its Advanced
Intelligent Network (AIN) databases such as Calling Name Delivery Service
Database. SGAT 8X.A.3.d, AT&T Att.2 (Pg.53), MCI Attlll-56. Calling Name
Delivery (“CNAM”) service enables the terminating end-user to identify the
calling party by a displayed name before the call is answered. The calling
party's name, date, and time of the call are retrieved from a Service Control
Point (“SCP”) database and delivered to the end-user's premises between the
first and second ring for display on compatible customer premise equipment.
CNAM Service Query is BellSouth's service that allows a CLEC to query
BellSouth's Calling Name database.

When a CLEC operates its own switching center, access to the CNAM database is

obtained through the SS7 network. The CLEC accesses the SCP through the
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BellSouth STP or by connecting the CLEC’s STP to the BellSouth STP and then
to the BellSouth SCP. The same features, functions and capabilities are
available to the CLEC as are available to BellSouth. 47 C.F.R. §
51.319(e)(2)(iv).

When a CLEC purchases unbundled switching elements from BellSouth, the access to
the CNAM database will be identical to that used by BellSouth in the same
switch. 47 C.F.R. § 51.319(e)(2)(iii).

The SGAT provides the terms and conditions for nondiscriminatory access to
BellSouth's Toll Free Number Database. SGAT § X.A.3.b, PrimeCo § XII.C.
Access to the Toll Free Number Database allows a CLEC to access BellSouth's
Toll Free Number database for the purpose of switch query and database
response. This provides the CLEC information required to determine the
appropriate routing of an 800 or 888 number.

All of the above features are available to a CLEC and its customers in the same
manner as provided by BellSouth to its own customers. When a CLEC operates
its own switching system, access to the database will be obtained by using the
SS7. 47 C.F.R. § 51.319(e)(2)(iv).

When a CLEC purchases unbundled switching elements from BellSouth, the access to
the 800/888 database will be identical to that used by BellSouth in the same
switch. 47 C.F.R. § 51.319(e)(2)(iii).

AIN is a vendor-independent network architecture deployed by BellSouth that provides
capabilities for creation of custom telecommunications services that are invoked
by SS7 messages (called switch “triggers”) from a switch to a SCP database.
BellSouth offers to provide two AIN services to all CLECs. CLECs may develop
AIN applications on BellSouth's Service Control Point using the BellSouth’s AIN

Toolkit 1.0. The CLEC’s applications can then be used with BellSouth's
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network. Using BellSouth's AIN Toolkit 1.0, end user customers of the CLEC
may also access BellSouth-created AIN applications and/or CLEC created AIN
applications residing in BellSouth's SCP via, 1) an unbundled local switching
element purchased from BellSouth or, 2) a CLEC's own switch that is connected
to BellSouth's SS7 signaling network via the SS7 network element. 47 C.F.R. §
51.319(e)(2)(iii), (iv) and § 51.319(e)(3)(C). SGAT & X.A.3.d.

BellSouth provides access to the Service Management Systems (“SMS”) associated
with each of the databases described above in accordance with 47 C.F.R.
851.319(e)(3). Requesting Carriers are provided with the information necessary
to format data and enter it into the various databases using the associated SMS.

All data maintained in the above databases is maintained in accordance with §222 of
the Act. BellSouth will respond to requests for additional arrangements for
access to call-related databases and associated signaling facilities through the
Bona Fide Request process. In summary, as required by 47 C.F.R. § 51.319(e),
BellSouth provides unbundled, nondiscriminatory access to its signaling
networks, to its call-related databases used in signaling networks for billing and
collection or the transmission, routing or other provision of telecommunications
services, and to the associated SMS for each database. Each database is
accessed through BellSouth's STPs by a requesting CLEC in the same manner
and via the same signaling links that are used by BellSouth itself.

The signaling elements necessary for call routing and completion are functionally
available from BellSouth. BellSouth has technical service descriptions outlining
access to its Toll Free Number database, LIDB, and AIN services as well as
access to BellSouth’s signaling and selective routing services. These technical
service descriptions are included in Exhibit WKM-9 which is attached to my

affidavit. BellSouth also has procedures in place for the ordering, provisioning,
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and maintenance of these services.

Because BellSouth has offered independent LECs and other service providers access
to its Toll Free Number database and LIDB for years, BellSouth did not conduct
end-to-end testing of these services. However, the functional availability of
these services is evidenced by the fact that, from January through August, 1997,
CLECs and other service providers across BellSouth’s nine-state region made
approximately 22 million queries to BellSouth’s Toll Free Number database.
BellSouth’s region-wide LIDB database processed more than 328 million queries
from CLECs and others during the period January through September, 1997.
Because methods and procedures have been in place to allow other carriers
access to BellSouth’s Toll Free Number database, the necessary methods and
procedures for obtaining such access by CLECs were considered business as
usual. Likewise, because methods and procedures have been in place to allow
other carriers access to BellSouth’s LIDB database, the necessary methods and
procedures for obtaining such access were considered business as usual and
end-to-end testing was not performed.

BellSouth has tested its AIN Toolkit 1.0, which provides a CLEC with the ability to
create and offer AIN-service applications to their end users, as well as its AIN
SMS Access 1.0, which provides a CLEC with access to the BellSouth-provided
service creation environment. The completion of test calls and the generation of
billing records were part of the testing process. The testing confirmed that
service orders flowed through BellSouth’s systems properly and that accurate
bills were rendered.

BellSouth did not test its signaling service, which allows a CLEC’s end user to connect
to anyone in BellSouth’s region and, through other signaling hub providers, to

the world-wide telecommunications network. Such testing was not feasible for
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several reasons, including the fact that BellSouth’s existing signaling network is
a real time network that cannot be used for testing simulations without the risk of
service disruption. However, BellSouth’s signaling service is functionally
available as evidenced by the fact that, as of October 1, 1997, while no CLECs
are interconnected directly to BellSouth’s signaling network, thirteen (13) CLECs
have interconnected using a third-party signaling hub provider which in turn

accesses BellSouth’s signaling network.

CHECKLIST ITEM (xi): SERVICE PROVIDER NUMBER PORTABILITY

Section 271(B)(xi) requires that Bell[South generally offer “until the date by which the
Commission issues regulations pursuant to section 251 to require number
portability, interim telecommunications number portability through remote call
forwarding [RCF], direct inward dialing [DID] trunks (including DID trunks with
Signaling System 7 or SS7), or other comparable arrangements, with as little
impairment of functionality, quality, reliability, and convenience as possible.
After that date, full compliance with such regulations.” Interim number portability
is functionally available from BellSouth in accordance with these requirements.
SGAT 8 XI, AT&T Att.8, MCI Att.VII-1. BellSouth has technical service
descriptions outlining RCF and DID and has procedures in place for ordering,
provisioning, and maintaining these services. These technical service
descriptions are included in Exhibit WKM-9 which is attached to my affidavit.

Additionally, Route Indexing - Portability Hub (RI-PH) is available as another
comparable arrangement in provisioning interim number portability. RI-PH is an
extrapolation of the direct inward dialing (DID) method of service provider
number portability (SPNP), where the intercompany traffic is delivered from a

“hub” location, typically the access tandem, rather than delivered from each local
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switching office. The technical feasibility of RI-PH was confirmed in the
BellSouth lab environment involving one CLEC’s participation during November,
1996 and can be implemented as requested by CLECs with the following
exception: RI-PH will not function in the 1LAESS switch type from Lucent
Technologies if the 1AESS serves an area where ten digit local dialing is
required. There is not such a requirement in Louisiana for 10-digit local dialing.
Thus, the 1AESS switches in Louisiana can accommodate provision of RI-PH.

While as yet no CLEC in Louisiana has requested interim number portability, in its
region, BellSouth has ported 18,311 business and 30 residence directory
numbers as of September 30, 1997, which evidences the availability of interim
number portability.

BellSouth has developed methods and procedures to be followed when customers want
a BellSouth operator to verify or interrupt a telephone number that has been
ported to a CLEC switch. It is not technically possible at present for the
BellSouth operator to verify such a line in a CLEC switch except where the
CLEC and BellSouth establish a special trunk group between the BellSouth
operator services platform and the CLEC switch. | am not aware of any CLEC
which has allowed such access to its switch. Thus, in the case of verification or
busy line interrupt requests from customers served by BellSouth’s switches, an
operator-to-operator transfer is required such that the BellSouth operator can
pass the request off to the CLEC’s operator. The type trunk group used is often
referred to as an “inward” trunk group. BellSouth has developed the required
methods and procedures as well as a database of ported telephone numbers for
use by the operator. | understand that work is in progress to establish the
operator-to-operator trunk group (that is, the inward operator group) between

BellSouth’s operator services platform and the operator services platform of a
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CLEC in Georgia.

In the early stages of implementing number portability, BellSouth experienced some
technical problems (such as incorrect switch translations) that caused service to
certain customers of certain CLECs to be disrupted. BellSouth took appropriate
steps to correct those problems. For example, BellSouth has added an
“overflow” route from the BellSouth switch to the CLEC switch for calls to ported
telephone numbers. As another example, BellSouth has modified the process
for making related switch translations such that BellSouth’s technicians are
automatically reminded of proper procedures and prompted to affirm the
technician’s intent to make changes.

While some CLECs have complained about BellSouth’s implementation of interim
number portability, these complaints have been in the context of providing
interim number portability in conjunction with the provision of unbundled loops.
Rather than repeat that discussion here, | would refer the reader back to the
discussion of Checklist Item IV in my affidavit.

BellSouth is aggressively implementing permanent number portability in accordance
with FCC rules. BellSouth is an original member of the Southeast Region
Limited Liability Corporation (LLC) and, along with other CLEC and IXC
members, is overseeing the implementation of the southeast region Number
Portability Administration Center (NPAC) database. With the assistance of the
Georgia Public Service Commission’s staff and the Florida Public Service
Commission’s staff, the switch selection process has been completed for
Georgia and Florida. In addition, members of the Southeast Operations Team
have met with the staffs of the state Commissions in Louisiana, North Carolina,
South Carolina, Alabama and Kentucky. The Public Service Commission’s staff

in Louisiana, North Carolina, Tennessee and South Carolina have agreed to
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perform the function of neutral administrator for the switch selection process in
their respective states.

BellSouth will implement permanent number portability in a phased manner. Once the
southeast regional NPAC database is delivered and a 30-day inter-company
testing period is completed, BellSouth will implement number portability on a
staggered basis throughout the time period allowed for Phase I. This same
approach will be used by BellSouth for all MSAs in all states that will be
implementing permanent number portability.

Attached as Exhibit WKM-6 is the switch list for the Louisiana MSAs. The switch
selection process for Louisiana will be finalized by year end 1997. As stated
above, the Louisiana Public Service Commission’s staff has agreed to be the
neutral administrator for the Louisiana switch selection process.

The test plans attached to this affidavit as Exhibit WKM-7, demonstrate in detail what
BellSouth and the industry will use to test the implementation of permanent

number portability.

CHECKLIST ITEM (xii): LOCAL DIALING PARTY

BellSouth's interconnection arrangements do not require any CLEC to use access
codes or additional digits to complete local calls to BellSouth customers.
Neither are BellSouth customers required to dial any access codes or additional
digits to complete local calls to the customers of any CLEC. The interconnection
of the BellSouth network and the network of the CLEC will be seamless from a

customer perspective. There are no built-in delays or differences in dialing
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requirements. While BellSouth is unable to determine the full extent of CLEC
dialing plans, BellSouth is not aware of any complaints from CLEC customers
that they are required to dial any access codes or additional digits to complete

local calls.

CHECKLIST ITEM (xiv): RESALE OF THE INCUMBENT LEC'S RETAIL

TELECOMMUNICATIONS SERVICES AT A DISCOUNT

BellSouth has met the requirements of this Checklist item. SGAT 8 XIV, AT&T § 23.1,
MCI Att.ll-1. CLECs are able to resell BellSouth’s retail telecommunications
services. BellSouth has developed technical service descriptions and ordering,
provisioning, and maintenance procedures for its “top” 50 retalil
telecommunications services. These technical service descriptions are included
in Exhibit WKM-9 which is attached to my affidavit. As of July 22, 1997, there
were 8,045 of these “top” 50 services being resold by CLECs in Louisiana while
more than 178,330 were being resold throughout BellSouth’s region. The table
shown in Exhibit WKM-8, which is attached to my testimony, identifies the
service and the number of units being resold in Louisiana and across the

BellSouth region.

Other retail telecommunications services, although not actually ordered by CLECs to
date, are functionally available for resale. These include, but are not limited to,
the following: 911 and E-911, LightGate service, SmartPath service, and
SmartRing service. Testing has been conducted to verify that these services
can be resold at the applicable discount and that a correct bill will be generated.

BellSouth is aware of only two problems in its billing systems affecting the accuracy of
bills from BellSouth to CLECs for resold services; both have been corrected.
The ability to apply CLEC-specific discount levels was incorporated into Release
97.3 of BellSouth’s Customer Records Information System (CRIS) which is used
to perform billing to CLECs for resold services. For North Carolina, Alabama,

Kentucky, Louisiana and Tennessee, the rate changes were made on August 23,
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1997, and bills rendered on or after that date show the correct discount levels.
Similar changes were made in Georgia and Mississippi on August 16, 1997, and
bills rendered on or after that date reflect the correct discount levels. For South
Carolina, the appropriate rate changes were made on August 22, 1997. For
Florida, the rate changes were made on September 20, 1997. The incorrect
discount levels resulted from a billing program limitation which has since been
overcome.

The second problem affected the proper application of discounts to non-recurring
charges associated with resold services. Appropriate changes to the billing
system were made in all nine BellSouth states including Louisiana. Here again,
the problem resulted from a program limitation which has been corrected.
BellSouth regrets any inconvenience that this situation has caused CLECs and

will continue to make bill adjustments as needed.
This concludes my affidavit.
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Louisiana BellSouth Total
Service
Accupulse 0 1
Area Plus 0 182
Basic Rate ISDN 34 272
Primary Rate ISDN 2 2898
Call Waiting 39 8955
Call Waiting Deluxe 0 182
Caller ID Deluxe 16 2385
Caller ID Enhanced 0 672
Centrex 228 986
Custom Calling - 3 Way Calling 10 4176
Custom Calling - Call Forwarding Variable 140 9647
Custom Calling - Remote Access to CF 4 539
Custom Calling - Speed Calling 8 & 30 0 1037
DID 3636 30410
Enhanced Caller ID/Multiline CID 9 821
Deluxe/Enhanced CID ACR
Flat Rate PBX Trunks 17 897
Flat Rate Residence 806 30731
Flat Rate/Basic Local Exchange 406 30827
(Business)
Flexserv 0 1
Frame Relay and CDS 6 7
Georgia Community Calling Not Applicable 499
Hunting 608 18695
Independent Payphone Provider 0 132
Integrated Packages 707 5281
Measured Rate Business 5 910
Measured Rate Residence 0 971
Megal.ink 37 448
MegalLink ISDN 2 23
MemoryCall 19 2186
Measured Rate PBX Trunks 22 322
MultiServ 0 743
Off Premise Extensions (OPX) 30 539
Optional Calling Plan 15 959
Remote Call Forwarding (RCF) 18 331
RingMaster 8 472
Synchronet 8 18
TouchStar - Call Block 8 291
TouchStar - Call Return 11 3159
TouchStar - Call Selector 0 81
TouchStar - Call Tracing 0 100
TouchStar - Preferred Call Forwarding 0 32
TouchStar - Repeat Dialing 0 134
TouchTone 1194 16377
Visual Director 0 1
TOTAL 8045 178330
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AFFIDAVIT OF D. JOHN ROBERTS

D. John Roberts, being duly sworn, deposes and says.

1. My nameis D. John Roberts. | am the Jonathan B. Lovelace Professor of Economics at the
Graduate School of Business of Stanford University. | am aso Professor, by courtesy, in the
Department of Economicsat Stanford. Prior to joining the Stanford faculty in 1980, | was Professor
of Managerial Economics and Decision Sciences at the Kellogg Graduate School of Management of
Northwestern University. | received a B.A. Honours degree in economics from the University of
Manitobain 1967 and a Ph.D. in economics from the University of Minnesotain 1972.

2. | am aFellow and former Council Member of the Econometric Society and have held
visiting research fellowships at the Center for Operations Research and Econometrics of the Catholic
University of Louvain in Belgium, the Center for Advanced Study in the Behavioral Sciencesin
Cadlifornia, and All Souls College, Oxford, in the United Kingdom. | have served on the editoria
boards of the American Economic Review, Econometrica, the Journal of Economic Theory, Games
and Economic Behavior, and the Journal of Economics and Management Strategy. | am coauthor
with Paul Milgrom of Economics, Organization and Management (Prentice-Hall, 1992). Addition-
ally, I have published over sixty scholarly articles, primarily on the application of economic theory
and gametheory toindustrial competition and management. Severa of my published papersdeal with
predatory pricing. | have also served as an expert withess. Some of this work related to predatory

pricing and telecommunications.






-3-
INTRODUCTION

3. | have been asked by counsel for BellSouth Corporation (BellSouth) to analyze
whether allowing the entry of this Regional Bell Operating Company (RBOC) into in-region
interLATA marketsfor long-distance tel ephone service might lead to its adopting predatory pricing.
In doing so, to address the widest possible spectrum of concerns, | use an unusually broad definition
of predatory pricing — one that is more inclusive than common definitions. | conclude that it is
highly unlikely that Bell South could profitably engage in predatory pricing, either as| broadly define
it or asit ismore narrowly defined by federal courtsin antitrust cases where an additional cost-based

test isimposed.

|. POTENTIAL PREDATORY PRICING STRATEGIES

A. The Pricing Sandard

4. In this section | examine the pricing strategies available to a potential predator. |
define “predatory pricing” broadly as the temporary reducing of prices by afirm in some market in
an attempt to reduce long-run, future competition in this or other, related markets. The reduced
prices mean that the firm practicing predation earns lower short-run profits than might otherwise be
possibleinthe market. Thefirm choosesto sacrifice short-run profits and incur temporary economic
losses in an attempt to increase its future profitability, either by inducing current competitors to exit
or compete less aggressively, or by deterring the entry of future competitors.

5. My definition of predatory pricing requires only that the firm price a alevel lower
than it otherwise would, were it not attempting to reduce competition ) not below some accounting

measure of cost. Thisis a broader definition than those typically used by antitrust courts. This
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broader definition is useful for a prospective analysis of the likely effects of allowing BellSouth to
enter the in-region interLATA markets. A finding that no predatory pricing would occur under the
broader definition means that antitrust violations are especially unlikely to follow from allowing
BellSouth to enter the in-region interLATA markets and that even aggressive pricing that damages

competition, but islegally permissible, is unlikely.

B. Motivations for Predatory Behavior

6. In pursuing the interests of their owners, firms are concerned to maximize the present
value of their current and future profits. A firm will forego possible profits in the short run to
increase future profits only if there is areasonable likelihood that future profits will compensate for
the foregone short-run returns.
! There are several mechanismsthrough which temporarily low prices can reduce future competition

and thereby increase profits.?

1. The Supreme Court recognized that successful recoupment requires good long-term prospects of reducing competition
in Brooke Group Ltd. v. Brown & Williamson Tobacco Corp., 114 S. Ct. 13 (1993).

2. See Paul Milgrom & John Roberts, New Theories of Predatory Pricing, in INDUSTRIAL STRUCTURE IN THE NEW INDUS-
TRIAL ECONOMICS 112 (Giacomo Bonanno & Dario Brandolini, eds., Oxford University Press, 1990); Janusz A. Ordover &
Garth Saloner, Predation, Monopolization, and Antitrust, in 1 HANDBOOK OF INDUSTRIAL ORGANIZATION 537 (Richard
Schmalensee & Robert D. Willig, eds., North-Holland, 1989). See also Paul Milgrom, Predatory Pricing, in 3THE NEw PAL-
GRAVE: A DICTIONARY OF ECONOMIC THEORY AND DOCTRINE 937 (John Eatwell, Murray Milgate & Peter Newman, eds.,
MacMillan Press Ltd., 1988).
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7. In the “deep pocket” or “long purse” scenario, predatory pricesimpose actual |osses
on competitors who, fearing or actually experiencing bankruptcy, leave the market. Severa
requirements must be met for predation to be successful in this scenario.

8. First, by price cutting a predator must be able to impose |osses on the competitor by
forcing the competitor to choose between (a) matching the predator's price cuts, or (b) maintaining
its prices and losing market share. There are many instances in which price cutting will not have the
effect of imposing losses on the competitor.

9. Pricecutting will beineffectiveif the competitor's customersaretied toit by contracts
or if switching costs make it expensive for customers to change suppliers to take advantage of
temporary price cuts. Even if there are no such contracts and low switching costs, sophisticated
customers may still resist the predatory attempt, continuing to deal with the target firm despite its
relatively higher prices, because they recognize that the predator, if successful, will charge even
higher prices once its predatory strategy succeeds. In addition, depending on the extent of sunk
costs, the competitor may be ableto defend itself against the predator'stemporary price cut by tempo-
rarily redeploying its assets.

10.  The deep-pocket scenario also requires that the competitor be less able to absorb
losses than the predator. If the two firms are equally efficient, then the predator will suffer losses
equivalent to those suffered by the competitor. If the competitor has"deeper pockets,” this strategy

will not be viable.

3. See Jean-Pierre Benoit, Financially Constrained Entry in a Game with Incomplete Information, 15 RAND J. ECON. 490
(1984); Lester Telser, Cutthroat Competition and the Long Purse, 9 J.L. & ECON. 259 (1966).
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11.  Attemptsat deep-pocket predation may befutileif the competitor isearning revenues
in excess of costs in other markets, has cash reserves or assets that can be sold to raise cash, or has
access to external sources of financing. Thus, predation aimed at large, well-established and well-
financed firms is unlikely to succeed. Consequently, it is unlikely even to be attempted.

12. A predator with significantly higher coststhan acompetitor would lose more per unit
sales than the competitor; it would be doubly difficult to drive the competitor into bankruptcy while
the predator itself remained financially viable. Thus, predation aimed at bankrupting a more efficient
competitor is unlikely to succeed or be attempted.

13. Evenif the deep pocket predator could force a competitor into bankruptcy, that may
not be enough for a successful predatory strategy. The bankrupt competitor may ssmply reorganize
and return to the market. Alternatively, it may sell itsfacilities to a new entrant. Other competitors
may remain in the market or, if there are low barriers to entry, new competitors may enter. Ineach
instance the predator would find it difficult to recoup the profitsit lost during the predatory episode
by raising its prices and keeping them elevated.

14.  Thecost of executing adeep-pocket strategy may be prohibitive even wherethereare
entry barriersthat allow thefirm to maintainitselevated price. If the competitor haslarge sunk costs
and relatively low incremental costs of supplying additiona output, the competitor will still prefer to
stay in the market aslong as possible to recover at least some of those sunk costs, even at very low
prices.

15. A dtrategy of aggressive pricing isless likely in markets with multiple incumbents. If
apredator cuts prices widely to force losses on an entrant, it runsthe risk that its pricing policy will

lead to more intense price competition among the incumbent firms. If it reduces pricesin afocused
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way and successfully drives out the new entrant, it bears all of the cost of its actions but must share
the benefit of reduced competition with the other incumbents.

16. To the extent that aggressive deep-pocket pricing is subject to sanctions under

antitrust law, thisis another significant deterrent to attempting it.

2. Expectational and Informational Scenarios

17. Low current prices might reduce future competition by affecting competitors beliefs
about the profitability of entry or continued presencein themarket. By setting low current pricesthat
reduce the profits of current competitors, a company may manipulate its competitors expectations

about future prospects in the hope of deterring their entry or expansion.

a Reputation for Aggressive Pricing

18.  Anincumbent may establish areputation for aggressive pricing. Firms contemplating
entering a market might decide that entry is not worthwhile if past experience leads them to expect
the incumbent to cut prices significantly in response.* This expectational scenario is most applicable
when the incumbent foresees an ongoing threat of additional entry, either in the given market or in
othersin which it operates. It isleast plausible when there are relatively few potential entrants.

19. A reputation for aggressive pricing may be difficult to establish. Potential entrants
must believethat the aggressive pricing will happen again. Where circumstances arethought to differ
across entry attempts, and where it is thought that the incumbent has found its predatory strategy to

be very costly, potential entrants may view the aggressive pricing as a one-time occurrence.

4. See FREDERICK M. SCHERER, INDUSTRIAL MARKET STRUCTURE AND ECONOMIC PERFORMANCE 335-40 (Rand-McNally
2d ed. 1980); David Kreps & Robert Wilson, Reputation and Imperfect Information, 27 J. ECON. THEORY 253 (1982); Paul
R. Milgrom & John Roberts, Predation, Reputation and Entry Deterrence, 27 J. ECON. THEORY 280 (1982).
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20.  Agan, predation is less attractive if there are multiple incumbents. The costs of
building areputation are born by the predator alone, while any potential benefitsin inducing exit or
deterring entry are shared across al the incumbents. Meanwhile, there is the danger that the price
cutting may spread throughout the market.

21.  Afirmthat planned to enter anumber of markets might seek to establish areputation
for predation in its early entry attempts that would induce incumbents in the markets it planned to
enter later to accommodateitsentry thereby ceding market share. Again, however, theattractiveness

of this depends on being able to create such a reputation at reasonable cost.

b. Informational Differences Among Firms

22. Firms considering entering a market or continuing to compete in one are typicaly
concerned with their rivals costs, since cost differences among competitors are an important
determinant of long-run profits. Firms often lack accurate information about their rivals costs. An
incumbent's costs may not be directly observed by the potential entrant but may be inferred from
indirect evidence such asprice. Similarly, established firms may infer anew entrant's costs from the
pricesit charges.

23. When rivals lack information about a firm's costs, the firm's use of a low-price
strategy might give the impression that it has lower costs than itsrivals, thereby deterring entry or
inducing exit of current competitors.®> Such behavior is predatory under my definition, eveniif it does

not involve prices that are below actual costs.

5. See John Roberts, A Signalling Model of Predatory Pricing, 38 OXFORD ECON. PAP. 75 (Supp. 1986); Paul R. Milgrom
& John Roberts, Limit Pricing and Entry under Incomplete Information: An Equilibrium Analysis, 50 ECONOMETRICA 443
(1982).
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24.  Sophisticated rivals are likely to recognize that an incumbent firm's reduced pricesin
the face of new entry are not indicative of low costs, in which case the low prices would not damage
competition. Similarly, an incumbent would recognize that a new entrant's very low prices may not
reflect especially low costsand so will beunlikely to cedeit market share. Againthelow priceswould
not damage competition. In particular, such a strategy is especialy unlikely to succeed when rivals

employ smilar technologies.

3. Cross-Subsidization Scenarios

25. Cross-subsidies are traditionally a concern when a firm operates in several markets,
one or more of whichisamonopoly. A common argument isthat such afirm may be especidly likely
to practice predation becauseit can raise pricesin its monopoly market to finance predatory activities
in other markets. This argument, however, makeslittle economic sense. If the firmis not regulated
and is already maximizing profits in its monopoly market, it cannot raise profits in that market,
whether to finance predatory losses or for any other purpose. If thefirmisregulated in its monopoly
market, its pricing there may not maximize profits. Raising prices in the regulated market may then
increase profits, but regulators would resist price increases aimed at financing predation.

26. Thus, the general argument that a firm would raise pricesin its monopoly market to
finance predationisincorrect. Thisisthe case whether or not the firmisregulated, assuming that the
regulationisat al effective. There are, however, three waysin which monopoly power in one market

might, in particular circumstances, make predation more likely.

a The Need to Fund Predation from Current Profits
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27. Inthefirst scenario the availability of profitsfrom another market ) regulated or non-
regulated ) allows an incumbent firm to finance itstemporary losses from a predatory strategy. The
predator is able to finance actual operating losses in the market in question only because it receives
current profits from other markets.

28.  This scenario of predation financed by current profitsis relevant only under special
conditions. First, the firm must find predation to be profitable; otherwise, the ability to financeitis
irrdlevant. Second, the strategy must involve negative cash flows for the predator that require
financing; mere economic losses (short-term returns that are less than could otherwise have been
achieved) are not enough. Third, the predator must have very limited cash or other liquid assetswith
which to finance these losses. Fourth, the predator must have very limited access to the financial
markets and bank loans. All of these conditions must be met before the existence of profits from a
regulated market would influence the firm's decision to undertake cross-subsidized predation in

another market.

b. Rate-of-Return Regulation
29. Inthe second scenario theavailability of profitsfrom amarket subject to rate-of-return
regulation allowsan incumbent firm to adopt apredatory strategy in another market. Regulators may
allow the firm to increase prices and earn higher profits from the regulated market when it preyson
the unregulated market. These profits would allow the firm to offset all or part of the costs of

predation.®

6. See Harvey Averch & Leland Johnson, The Behavior of the Firmunder Regulatory Constraint, 52 AM. ECON. Rev. 1052
(1962).
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30.  Aswiththe previousscenario, severa assumptions must be met before such predation
could actually be attractive. First, the firm would have to fool regulatorsinto allowing it to increase
itspricesin theregulated market when its profitsin the unregulated market fall. Under rate-of-return
regulation, this would necessitate allowing extra costs to be charged to the regul ated portion of the
business. It is unlikely that the regulators will knowingly allow the firm to allocate costs in the
unregulated sector to the customers of the regulated monopoly business. Second, the firm must
believethat predationwill succeedintheunregulated market, notwithstanding the obstaclesdiscussed
above. Third, the firm must also believe that, should predation succeed, regulators will not then
demand that profitsin the unregulated market be used to reduce rates and lower profitsin the regu-
lated market. The conjunction of thefirst and third assumptionsis particularly demanding. Notetoo
that this strategy loses its appeal entirely when rate-of-return regulation is replaced with price-cap

or other, incentive-based, regulation.

C. Monopoly Extension

31.  Thethird casein which predatory cross-subsidization may be attractive is where the
service or product produced by afirm in amonopolized "upstream” market is an important input to
the production of aservice or product in a"downstream" market. Thismonopoly extension scenario
ariseswhen the upstream monopolist usesits position in this market to reduce competition in adown-
stream market in order to increase its overal profits.

32.  Some economists have argued that if afirm has a non-regulated upstream monopoly
and the downstream market is competitive, the firm has no incentive to dominate the downstream

market in which theinput isused. Thereisonly alimited amount of profit that can be achieved from
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the two markets, even if both are monopolized by the same firm; control of the upstream market
alone will alow the firm to extract the full monopoly profits that could be earned from the two
markets together.’

33.  Thisgeneraly powerful argument loses some of itsforce if there are substitutes for
the monopolized input or if the downstream market islessthan perfectly competitive. Inthese cases,
the upstream monopolist will not be ableto extract al the profits available from both markets. It may
then have an incentive to integrate forward. If it does so, it will rationally choose to charge alower
price to its affiliate in the downstream market than to competitor firms. This price discrimination,
however, need not be predatory, because the firm would discriminate in this direction even if there
IS no prospect of affecting competition.

34. If the monopolized upstream input is indispensable for the downstream firms to
operate, however, then the monopolist may be ableto drive them out of the market by charging them
such a high price for the input that they cannot compete against the firm's downstream operation,
which would not face the high price. Thisdoesnot fit even my broad definition of predation, because
the price is elevated, rather than reduced, and because the pricing policy is permanent, rather than
temporary. However, it is clearly damaging to competition. This behavior isnot athreat, however,
if the firm can be prevented from charging different prices to its affiliate than it charges other firms.

35. If the upstream market isregulated, it isunlikely that the upstream monopolist will be
able to use its dominance of this market to set pricesin away that permitsit to extract the full two-

market monopoly profit. Instead, the firm might find it attractive to enter the downstream market

7. See Joseph Spengler, Vertical Integration and Antitrust Policy, 58 J. PoL. ECON. 347 (1950). See also ROGER BLAIR &
DAVID KASERMAN, LAW AND ECONOMICS OF VERTICAL INTEGRATION AND CONTROL (Academic Press 1983).
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using a non-regulated affiliate to tap any downstream monopoly profit opportunities. Of course, if
the regulated upstream firm cannot discriminate on price between its downstream affiliate and other
firms, these profits are equally available and equally attractive to any firm that could monopolize this
market. Thus, absent price discrimination, control of aregulated upstream market haslittle, if any,
impact on the incentives for trying to control the downstream market, whether by predatory means

or not.

[1. IMPLICATIONS OF ECONOMIC THEORY FOR ENTRY BY BELLSOUTH
INTO THE IN-REGION INTERLATA MARKETS

36.  Thesegeneral propositionsindicatethat rather specific conditions are needed to make
predation attractive. The issue at hand is whether these conditions prevail in the case of entry by
BellSouth into the in-region interLATA markets, and, more importantly, whether they are likely to
prevail in the foreseeable future. Only if the theoretical conditions are met is there any reasonable
likelihood that alowing BellSouth's entry into the in-region interLATA markets might result in its
adopting predatory pricing.

37.  Asl will explain in the following sections, it is my professional opinion that, in the
circumstancesthat prevail intherelevant markets (and, more significantly, inthose circumstancesthat
are likely to prevall in the future), the threat of predation is negligible in jurisdictions that maintain
price-cap or similar, incentive-based, regulation. The danger would be potentially significant only if
rate-of-return regulation were employed and the regulators were ineffective in preventing Bell South

from charging the costs incurred in its unregulated businesses to its regulated businesses.
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38.  The possiility that an RBOC offering even nationwide interLATA service might,
through predatory pricing, drive into bankruptcy any of the three carriers that have dominated the
interLATA markets is extremely remote. All three of these carriers, AT& T, MCI, and Sprint, are
major firmswith substantial assetsand excellent accessto thefinancial markets. Each has constructed
an extensive national network of long-distance lines. Increasingly, these are fiber-optic lines with
immense capacities. For 1996, AT& T had annua revenues of $52.2 billion and total assets of $55.5
billion.? Its corporate debt had a Standard and Poor's bond rating of AA-. Even with the divestiture
of its computer and equipment businesses, AT& T remains one of Americas largest and wealthiest
corporations. MCI and Sprint had 1996 revenues of $18.5 and $17.0 billion, respectively; their total
assets were $23.0 and $17.0 billion, respectively.” MCI had a bond rating from Standard & Poor's
of A, and it is currently on a"positive watch" because it is thought that its rating might improve.
Sprint'sbondswererated A-. MCl's planned merger with British Telecommunications PLC will only
strengthen its financia position. Even the fourth-place firm, Worldcom, Inc., had revenues of $5.6
billion and assets of $19.9 billion, of which $2.3 billion are current assets. It has built a nation-wide
fiber-optic network. So, despite its relatively weak bond rating of BBB-, it would not be easy to
drive Worldcom out of business.™
39. Given these assets and the access to financial markets, the current long-distance carriers
would not be easily bankrupted. Further, to the extent that the established firms' existing customer

basesforinterLATA servicegivethemlarger volumesand lower costs (because of economiesof scale

8. AT&T CORP., 1996 ANNUAL REPORT (1997).
9. MCI COMMUNICATIONS CORP., 1996 ANNUAL REPORT (1997); SPRINT CORP., 1996 ANNUAL REPORT (1997).

10. WORLDCOM, INC., 1996 ANNUAL REPORT (1997).
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in the fiber-optic networks) or to the extent that Bell South operated as a reseller of other carriers
interLATA services, the RBOC might at least initially be a a cost disadvantage relative to its
presumed prey. Moreover, should other RBOCs enter the interLATA markets, they too would be
difficult to force into bankruptcy. While preventing Bell South from offering in-region interLATA
servicewould tend to make it even less ableto drive one of the established carriers or another RBOC
into bankruptcy, the effect is negligible because the basic premise is so implausible.

40.  The possibility that BellSouth, having established itself in the in-region interLATA
market, would attempt to bankrupt any later entrants also seems unlikely. At this point, the RBOC
would be one of several major carriers (at least four or five, and perhaps as many as eight or ten if
al the RBOCswere activeintheregion). A predatory effort would be costly, and the benefitswould
be shared by all the existing carriers. Itisvery unlikely that BellSouth in this situation would find the
costs of attempted predation to be justified. Thus, the deep-pockets scenario for predatory pricing
isinoperative.

41.  Furthermore, the spread of price-cap and incentive regulation meansthat if there ever
was apossihility of financing lossesincurred in predatory pricing intheinterLATA market by raising
local rates, it israpidly disappearing.

42.  Until 1991, the norm for regulation of the RBOCs by the states was rate-of-return
regulation: prices were approved to permit the regulated firm to cover costs and earn an allowable
rate of return on its capital. Rate-of-return regulation provided little incentive for cost control, and
it was alleged to be subject to manipulation that would permit cross subsidization. For example, a
firm operating under rate-of-return regulation might charge an unremunerative price to an

unregulated affiliate. 1f the regulator did not discover this, the regulated firm's reduced earnings
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would then be the basis for an increase in price in the regulated markets. Meanwhile, the low price
on the input bought from the regulated firm would permit the unregul ated affiliate to earn superior
returns or to price at levels that competitors could not profitably match. Of course, the regulators
would monitor the firm to prevent manipulations of this sort, but some failures of the monitoring
system surely occurred.

43. More recently, most state regulators have adopted price-cap regulation or arelated
form of incentive-based regulation. In essence, price-cap regulation involves establishing maximum
and, possibly, minimum prices for categories of services and providing the company freedom to set
prices asit wisheswithin that range. The allowed prices are then reduced in inflation-adjusted terms
over timeto reflect atarget rate of reduction in the costs of providing various services and products.
This approach is favored because of its incentive properties (firms have an incentive to increase
efficiency becausethelr pricesare not required to fall immediately when the firm lowersits costs, and
do not rise automatically when costs increase). The system also makes cross subsidization less
attractive because a decline in revenues arising from an attempt to cross subsidize does not provide
abasis for arate increase.

44, Seven of the nine states in Bell South's region are now using some form of price-cap
regulation. In the two others (Tennessee and North Carolina), price cap regulation is under review.

45.  Of course, even where rate-of-return regulation survives, the regulators have every
incentive (and increasingly sophisticated tools) to prevent such cross subsidization.

46.  Thus,if predation by BellSouth inthein-regioninterLATA market isto be profitable,
it cannot be due to a deep-pockets or cross-subsidization scenario. Successful predation would

therefore have to occur through an expectational or informational scenario, in which thefirm usesits
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pricing to influence rival firms perceptions of future competitive conditions and future profitability.
Recall that theory suggests that one mechanism through which this might occur is the incumbent's
establishment of a reputation for predation that induces exit, deters entry, or encourages rivals to
accommodate entry by the predator for fear of facing similarly aggressivebehavior. Theother mecha
nism involves creating the belief that the predator has especialy low costs and therefore that its
implicit claims to alarge market share under normal competition cannot successfully be countered.
Neither scenario accurately describes the in-region interLATA markets.

47. Itishardly likely that Bell South could persuade one of theexistinginterLATA carriers
(AT&T, MCI, Sprint or Worldcom) or another firm that had invested in its own network to servethe
interLATA market that the RBOC was so committed to low prices that the firm would do better to
withdraw from the market. According to standard economic analysis, a firm closes down its
operations only when revenues are insufficient to cover its average variable costs, which excludes
fixed costs. Given the large infrastructure investments required for long-distance service and the
relatively low margina cost of carrying additional traffic over an existing long-distance network, it
would take huge and quite visible price reductions to force afirm to shut down or even to scale back
itsoperations. Moreover, evenif thefirm operating a particular fiber-optic network wereforced into
bankruptcy, another firm might be able to acquire the network and continue to operate it, since
optical fiber has along useful life.

48. It could be suggested that, once Bell South is established in the interLATA business,
it might seek to deter future entrants by responding in a predatory fashion to any entry attempts by
other firms. Yet thistoo isimplausible. Again, oncethe RBOC isestablished, it would be only one

of at least four significant firmsintheindustry ) and not likely thelargest. Consequently, the benefits
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of deterring entry would be shared widely, which means that they would be unlikely to justify the
RBOC's costs in building a reputation for aggressive responses to entry. Again, limiting the RBOC
from the in-region market is unlikely to have any appreciable effect.

49, The other mechanism through which predation aimed at influencing perceptions
theoretically could work would be signalling that the predator has especially low costs. This mecha
nism relies on there being uncertainty on the part of the predator's rivals about its costs and al'so on
these rivals being unsophisticated about their inferences, ignoring the incentives that the potential
predator has to attempt to bias their estimates. Neither of these factors seems relevant to the
interLATA market. The relevant technologies are well known, and both the current interLATA
carriers and the plausible future entrants, including the RBOCs themselves, are large, sophisticated
corporations. To the extent that Bell South obtain interexchange capacity at wholesale for resale to
its customers, moreover, the incumbent long-distance carriers providing the capacity would know
precisely what the RBOC's transport costs are.

50. Thus, conditionsin theinterLATA market indicate that thereislittle reason to expect
that BellSouth would have any effective incentive to act in a predatory fashion were it to enter this
market. Its control of the local wire networks does not ater this conclusion.

51. There is little chance of BellSouth being able to bankrupt one of the existing
interLATA carriers by aggressive pricing, or even of its credibly threatening such. Evenif it could
finance such an effort by earnings fromitslocal monopoly, Bell South would have no reason to make
the effort because it would be so unlikely to succeed. Further, the regulators would have every

reason to prevent cross subsidization, and the use of price-cap and other formsof incentiveregulation
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further ensure that such cross subsidization would not be possible. Furthermore, the RBOCs' local
monopolies are eroding, and with them the possibility of tapping any monopoly profits
to finance the predation: indeed, the Telecommunications Act specifically bars the RBOCs from the
in-regioninterLATA service markets unlessthe preconditions for competition have been established
in the corresponding local service markets. The control of the local network also does not make a
reputation for practicing predation easier to establish or more valuable to have, and so it cannot
influence the incentivesto practice predation based on thislogic. Nor, absent the possibility of cross-
subsidizing from alocal market under rate-of-return regulation, does the control of the local market
increase the effectiveness or attractiveness of trying to bias rivals beliefs about costs in the
interLATA market.

52. In principle, as noted above, if a monopolist were to integrate forward into markets
using its products or services as an input, it would have reason to charge lower pricesto its affiliate
than to other firms competing with it. In theory, a monopolist under those circumstances might be
able to effect a price squeeze, either by raising the pricesit charges its downstream competitors for
the input or by (in effect) lowering the price it charges itself.

53.  Totheextent that BellSouth, having entered the in-region interLATA market, might
have an incentive to favor itsinterLATA affiliate with lower access charges, the best way to control
this is not to ban its provison of in-region interLATA service and suffer the diminution of
competition that would entail. Thelong-distance carriers can easily monitor the pricesthey are being
charged; existing regulations require the RBOCs to give nondiscriminatory accessto their local wire
networks; and by law the RBOCs are required to charge their own long-distance companiesthe same

pricefor accessthat they charge to long distance competitors. These regulatory requirements should
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prevent discriminatory pricing. Price-cap and other formsof incentive regulation are largely immune
to thedanger of the RBOCSs' using bel ow-cost pricing to along-distance affiliate combined with cross
subsidization. Even whererate-of-return regulationisstill in place, regulatorswill have every reason
to prevent such cross subsidization. Finally, of course, the erosion of the local monopolies

undermines the whole basis for this concern.

CONCLUSION

54, Evenusing thevery expansivedefinition of predatory pricingthat | have adopted here,
there is little danger that Bell South would adopt predatory pricing were it allowed to provide in-
region interLATA services. The danger of predation becomes even more remote if regulators can
enforce nondiscriminatory accessto thelocal networksand prevent crosssubsidization. Further, with
the erosion of the local exchange monopoly, which is now occurring, the possibility of predation
growsincreasingly implausible. For thesereasons, entry into thein-regioninterLATA markets could
be allowed without any appreciable danger of predatory harm to customers or the competitive

process.
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| hereby swear, under penalty of perjury, that the foregoing istrue and correct, to the best of

my knowledge and belief.

D. John Roberts

Subscribed and sworn to before me this day of August, 1997.

Notary Public

My Commission expires:
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Department of Justice. | received S.B. and Ph.D. degrees in economics from MIT. A copy of my

resumeisin the appendix.
Il. INTRODUCTION

Counsel for Bell South has asked me to assess the following:

the extent to which consumers have or have not benefited from long distance competition in



recent years,

BellSouth’s credibility as an entrant into the interexchange services market in its “home region;”

and
the effect on interexchange competition of having carrier access charges set above costs.
This affidavit reports on my assessments.

Why are the assessments on which | report here useful? As discussed below, | find that long
distance rates paid by consumers have increased in recent years even though interexchange
carriers costs have falen. Thisfinding isinconsistent with effective competition among the
interexchange carriers for the consumer segment. Based on the currently inadequate competition
in the interexchange market, one would expect that Bell South’s entry would increase competition
in that market. The results would tend to be lower prices, new and better service offerings,
increased customer satisfaction, and perhaps more rapid technological improvements. The
ultimate beneficiaries of these improvements would be the public which buys interexchange
services. For all these improvements to follow, Bell South should have reasonable prospects for
success in the interexchange market; if, to the contrary, its entry were not credible, then its entry
isunlikely to have asignificant effect on that market. Thus the relevance of my investigation on
BellSouth’ s prospects. The inadequate competition for the consumer segment and the credibility
of BellSouth’s success supports the public interest benefits of its being allowed to enter the
interexchange market. At the same time, the inadequate competition in the market enhances the
likelihood of BellSouth’s success.

Let me be clear about what thisreport isand isnot. | assess Bell South’s strengths and
weaknesses regarding its entry into the interexchange market. Does this mean | can predict with
confidence that Bell South’ s entry will be profitable for BellSouth’s stockholders? No. Market
entry isamost aways arisky proposition. | am certainly not issuing a buy or sl
recommendation to BellSouth’s stockholders. Rather, using publicly available information, |

assess the plausibility—not probability—of Bell South’ s success.

Briefly, these are my findings:
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Competition for the consumer segment of the interexchange market is inadequate, as

demonstrated by three types of evidence:

The recent pattern of changes in market shares for the interexchange carriersis
fully consistent with tacit price coordination among the Big Three
interexchange carriers—AT& T, MCI, and Sprint—which are trying to

maintain high retail profit margins.

AT&T hasincreased its interstate basic rates by 22 percent since 1993 even
though average access charges declined by nine percent and its other costs
also declined.

! Most of AT&T's customers face these basic rates. Even if one accounts for increasing
subscriptions to discount calling plans, the average consumer still was paying higher rates in 1996

than in 1993. The new flat rate-per-minute plans do not change that conclusion.

AT& T’ s own data show that the rates paid by most of its residence customers

are well above costs.
| present the above evidence in Section 111.

To evaluate Bell South’ s credibility as an entrant into the interexchange market, a useful
approach is to compare Bell South’ s strengths not only with the strengths of the
three largest interexchange carriers but also with those of a hypothetical de novo
entrant into the interexchange market and with those of existing small

interexchange carriers. | explain this approach in Section 1V.

Particularly in the long run, BellSouth would have low incremental costs of providing

interexchange service, as| explainin Section V.

BellSouth’ s reputation with the customersin its region is excellent, so BellSouth’s

marketing position would be good. Its strength would be particularly important

My analysis does not account for the interexchange carriers’ rate reductionsin mid-1997. These
reductions are part of adeal struck with the FCC in exchange for access charge reductions, for which |
also have not accounted.



4-

for the low-usage customers whom other carriers tend to neglect, so Bell South can
increase competitiveness in the market for that segment in away that other carriers

have not. Section VI covers this topic.

The incumbent interexchange carriers have argued that interexchange entry by alocal
exchange carrier would harm competition as long as carrier access charges are

above costs. Asdiscussed in Section VI, | find that this argument has no merit.

The combination of low incremental costs and a good marketing position make the
company a credible competitor in the interexchange market, as Section VIlI
explains. Although BellSouth has competitive strengths, however, these strengths
do not appear great enough for the company to dominate the interexchange

market.

My conclusion is that BellSouth’s entry would increase the competitiveness of the interexchange

market, particularly for the consumer segment.
[11. INADEQUATE COMPETITION FOR THE CONSUMER M ARKET

Although large business customers have benefited from competition in the interexchange market,
competition for the consumer market is inadequate. | present three types of supporting evidence
for this conclusion.? First, the pattern of changes in long distance market shares is consistent with
high retail profit margins. Second, AT&T hasincreased rates for the consumer segment for the
past several yearsin spite of decreasing costs. Third, AT& T’ srates are above costs for most of

its residence customers. | explain each of those types of evidence below.

A. Market Share ChangesIndicate High Retail Profit Margins

The Federal Communications Commission (FCC) periodically reports on interexchange carrier

market shares. It measures market share using access minutes, presubscribed lines, and toll

2 | have previously written about the additional evidence that the Big Three have consistently increased
their ratesin lock step. See Paul S. Brandon and Richard L. Schmalensee, “ The Benefits of Releasing the
Bell Companies from the Interexchange Restrictions,” Managerial and Decision Economics, Vol. 16, No.
4 (July-August, 1995), pp. 349-364, specificaly p. 352.
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revenues. For present purposes, toll revenues are a useful summary measure. Figure 1 below
shows the toll revenue market shares for the Big Three interexchange carriers and all other

carriers combined:®

3 Joe Bender, Industry Analysis Division, Common Carrier Bureau, Federal Communications Commission,
“Long Distance Market Shares’ (July, 1997), Table 8. The FCC report shows WorldCom separately,
whereas, to simplify the presentation, Figure 2 combines WorldCom with all other carriers. The lesson
from the data would not be changed if WorldCom were shown separately.
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Figurel

Mar ket Shares of Interexchange Carriers
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Since the first quarter of 1984, AT& T’ s market share has declined every year. However, Sprint’s
share appears to have reached a plateau in 1991, and MCI’ s share reached a plateau in 1993. The
revenue share of carriers other than the Big Three increased every year, and it has not hit a
plateau. This pattern of growth by the smallest carriersis consistent with tacit price coordination
among the Big Three carriers, or at least with atight-knit oligopoly: the Big Three appear willing
to accept agradually eroding market share___in the case of AT& T__or stable market
shares___in the case of MCI and Sprint___in exchange for the higher profits they can earn
currently relative to what they could earn if they were to compete more aggressively. Almost al
the carriers other than the Big Three are resellers. The Big Three are maintaining and even
increasing high profit margins for retail long distance rates relative to wholesale rates, and it is this

margin that has been stimulating the growth of smaller carriers.

4

WorldCom has network capacity of its own, and it, too, has been increasing its market share. (Joe
Bender, “Long Distance Market Shares,” op. cit. This growth suggests that the wholesale prices of the

(continued...)



B. AT&T HaslIncreased Ratesfor the Consumer Segment

AT&T raised its interstate basic rates by 22 percent between 1993 and 1996, even though
average access charges for the interexchange carriers fell by nine percent in that period.® AT&T
has also been reducing its costs other than access: according to data supplied by AT&T to the
FCC, itsannual reports to stockholders, and statements by Professor Robert Hall, the productivity
of AT&T and the other interexchange carriers has been increasing. Inits price cap filing before
the FCC, AT&T reported data showing that, from 1985 to 1991, it reduced its capital costs
relative to output by 2.1 percent per year, and it reduced its non-capital costs by 7.3 percent per
year.” More recently, AT&T reported that it continued to improve productivity: “Total cost of
telecommunications services declined [in 1993 and 1994] despite higher volumes, in part because
of reduced prices for connecting customers through local networks. In addition, we improved
our efficiency in network operations, engineering and operator services. With lower costs and
higher revenues, the gross margin percentage rose to 41.8% in 1994 from 39.0% in 1993 and
37.2%1in 1992.”8 If the long distance market were truly competitive, the incumbent
interexchange carriers would have passed through to consumers the above reductions in both

access and NoNaccess Costs.

Theincreases in interstate basic rates affected most of AT& T’ s customers. For each statein

(...continued)
Big Three might also be above cost.
5 AT&T raised basic residence rates by an average of 6.3 percent in January 1994 ("AT& T Proposes $750

Million Rate Hike, New Calling Plan Aimed at High-Volume Residential Users,” Telecommunications
Reports, January 3, 1994); 3.7 percent in December 1994 ("AT&T and Rivals Boost Rates Further,” Wall
Street Journal, November 29, 1994, p. A3); 4.3 percent in February 1996 (“AT&T to Raise Basic Prices
an Average 40c aMonth,” Bloomberg News Services, February 16, 1996. See also “AT& T Increases
Basic Rates, Extends Discount Plans,” Telecommunications Reports, February 26, 1996, p. 27); and 5.9
percent in December 1996 (“AT&T Follows MCI, Sprint with Long Distance Rate Increases,”
Telecommunications Reports, December 2, 1996). The cumulative increase is 1.063* 1.037* 1.043* 1.059-
1=0.22. AT&T aso increased rates between 1991 and 1993, but it accelerated the rate of increases after
1993.

6 From 1993 to 1996, average switched access charges fell from 6.66 cents to 6.04 cents per conversation
minute. FCC Monitoring Report, Table 5.11, May 1996, p. 474.

! R. Schmalensee and J. Rohlfs, “Productivity Gains Resulting from Interstate Price Caps for AT&T,”
report filed by AT&T in CC Docket No. 92-134, July 1992. The cost reductions | report here arein real
terms.

8 AT&T 1994 Annual Report, p. 24.
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BellSouth’ s territory, Table 1 shows the percentage of AT& T residence customers who faced
basic rates for interstate toll in 1996.° These customers include two groups—those who subscribe
to no calling plan and those who subscribe to a calling plan but whose toll usage is insufficient to

generate any discount.

Tablel
Percentage of AT& T Residence Customers Facing Basic Ratesfor Interstate Toll in 1996

Percentage of

State Households
Alabama 67%
Forida 59%
Georgia 55%
Kentucky 70%
Louisiana 67%
Mississippi 67%
North Carolina 60%
South Carolina 70%
Tennessee 66%
Total 62%

As these data show, in every Bell South state more than half of AT& T’ s residence customers face
interstate basic rates and thus have seen rate increases of 22 percent since 1993. For al

BellSouth states combined, the percentage facing basic ratesis 62 percent.

Some customers do subscribe to discount calling plans and pay less than basic rates. It iseven
true that the percentage of AT& T’ s customers subscribing to calling plans has been increasing, so
the average percentage discount received by residence customers as a whole has been increasing.
But, even taking account of the increase in the average discount, the rates paid by the average
residence customer have increased since 1993. For al BellSouth states combined, the average
discount off basic rates on adollar of residence AT&T toll callsin 1996 was only 15.6 percent.

19 To construct an extreme hypothetical illustration, suppose that no AT& T customer had a

discount calling plan in 1993. Even under such an extreme assumption, AT& T residence

9 Based on calculations using PNR and Associates “Bill Harvesting 111" database, Release 2 (May 1996).
1o Ibid.



customers in Bell South states would still have experienced an average increase in rates of three

percent.

1 Contrary to that extreme illustration, however, according to Y ankee Group national surveys,
20.5 percent of AT& T households had a calling plan in 1993,

12 and the percentage had increased to only 38.4 percent in 1996.

13 A plausible estimate of theincreasein AT& T's average interstate rates for AT& T residence

customers in Bell South states, accounting for discounts, is about 12 percent from 1993 to 1996.

14 Yet during the period, as | mention above, AT& T’ s costs declined.

C. TheNew One-Rate Calling Plans Do Not Change the Results

The interexchange carriers have introduced calling plans with flat per-minute rates; an exampleis
AT& T’ s One Rate plan, which charges 15 cents per minute regardless of distance or time of day.
These new plans do not change the conclusion that AT& T has increased rates since 1993. To
evaluate the potentia effect of AT&T's One Rate plan, | first calculated the price that an average
AT&T customer in the BellSouth states would have paid in December 1996 for domestic direct
dialed callsat AT& T’ s basic interstate rates.

> The average rate was about 18.9 cents per minute. Since 15 cents under the One Rate plan is
lower than 18.9 cents, the One Rate plan might be attractive to many residence consumers today

who are paying basic rates.

n 1.22*(1-0.156)=1.030.

2 The Y ankee Group, “The Technologically Advanced Family Tracking Study—1993,” Table 327.

B The Yankee Group, “1996 TAF Survey: Implications for Convergence,” December, 1996, Table 307, p.
717.

4 This estimate is based on the Y ankee Group data on percent of customers with discount plans, and

assumes that the average discount is proportional to the percentage of customers receiving discounts.
(Based on data from PNR and Associates' Bill Harvesting 111 database, Release 2.) Even if the best
available discounts might have increased over the period, new plan customers tend to receive lower
discounts than previous ones, because the ones who sign up early are the ones for whom the plans are
most advantageous.

5 Based on 1995 calling data from PNR and Associates “Bill Harvesting 11" database.
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The One Rate plan would not benefit al residence customers, however. The plan would not be
attractive for customers who make most of their calls on weekends or at night. (As discussed
below, Professor Robert Hall acknowledges that residence customers make most of their callsin
off-peak periods.) The new plan aso would not benefit many customers who are already on
another plan. For instance, a True Reach customer who aready receives a 25 percent discount

would typically pay more under the One Rate plan.

My main point about AT& T’ s One Rate plan is this: the only reason that many consumers might
find the One Rate plan attractive today isthat AT& T has substantially raised its basic rates over
the last several years. If instead AT& T had merely passed through its savings in access
charges—even ignoring its other cost savings—then its 15-cents-per-minute One Rate plan would
be unattractive in comparison. As| have said, AT&T raised its basic rates by about 22 percent
between 1993 and 1996. Suppose that AT& T had not increased its rates. Then today the
average basic rate for direct-dialed calls would be only about 15.5 cents a minute.

6 |If AT&T had passed through the industry-average decrease in access charges of 0.6 cents since
1993,

17 then the average basic direct-dialed rate today would be 14.9 centsaminute. If AT& T had also
passed through its other cost reductions, today’ s basic rates would be even lower. In summary,
net of access charges AT& T increased basic rates for direct-dialed calls by about 4 cents, or 45

percent.

8 |f instead it had passed through its cost decreases, as would have happened in atruly
competitive market, AT& T’ s touted One Rate plan would be a nonstarter. Thus, in introducing its
One Rate plan, AT&T has nothing to brag about. Still, its pricing plans have been clever: (1) It
was able to collect increasing excess profits from its residence customers for several years. (2)
Just in time for the Section 271 proceedings, it has now introduced its One Rate plan, which it can
hope might sway some opinions during the proceedings. (3) And it can be confident that, in spite

1 $.189/1.22 = $0.155. | implicitly assume that AT& T increased rates for direct-dialed calls by about the
same percentage as for other calls.
v FCC Monitoring Report, op. cit.

18 18.9-15.5+0.6=4.0. (18.9-6.04)/(15.5-6.66)-1=0.45.
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of making the One Rate plan available, many customers will continue paying basic rates for quite

awhile.

¥ The combination of rising basic rates and optional calling plans effectively exploits many
customers’ lack of information and inertia. With their pricing, the interexchange carriers segment

the market, separating the active “bargain-hunters’ from the “victims.”

D. Interexchange Rates Are Above Costs

In an FCC proceeding, AT& T asserted that the costs of serving customers with bills less than $3
per month exceed the revenues received from them; i.e., AT& T’ s break-even point is $3 per

month.

% The incumbent carriers sometimes justify their increases in basic rates by claiming that they
must cover the costs of serving customers with low usage. This explanation for increasing rates,
even if true, is clearly inadequate. 1t does not explain why AT& T should have increased rates for
two groups: (1) the 22 percent of its customers with monthly bills above $3 but less than $10,

2 the threshold for digibility for its True USA and True Reach calling plans; and (2) the many
residence customers who have bills exceeding $10 per month who did not benefit from calling
plans. If $3 per month of hillingsis the break-even point, then, at aminimum, AT&T is making
supracompetitive profits from those two groups, and it increased its profits as it increased basic
rates. One can, moreover, derive an aternative estimate of the break-even point using data
provided by Professor Robert Hall. Data from an affidavit he filed in FCC proceedings on SBC's
Section 271 application for Oklahoma imply that the break-even point is actually lower than
AT&T sclam. Specifically, his figuresimply a break-even point of $2.08; thus, even more than

2 Asreported above, between 1992 and 1996, the calling plan subscription rate of AT& T residence customers
increased from 20.5 percent to 38.4 percent—only 4.5 percentage points per year. Yankee Group TAF
surveys, op. cit.

2 Letter from C. L. Ward, AT&T, to W. F. Caton, FCC, Re: Ex Parte Presentation in Support of AT&T's
Moation for Reclassification as a Non-Dominant Carrier, filed in CC Docket No. 79-252 (April 24, 1995).

2| etter from C. L. Ward, AT&T, to W. F. Caton, FCC, Re: Ex Parte Presentation in Support of AT& T's Motion
for Reclassification as a Nondominant Carrier (March 9, 1995).
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22 percent of AT& T’ s customers probably have bills between $10.00 and the break-even point.

22

Further, Professor Hall’s own data confirm that AT& T is making supracompetitive profits from
its residence customers—even those with calling plans. First, Professor Hall estimates that long
distance service costs are alittle below ten cents per minute.”? He uses the approach of estimating
costs by finding “the best available price. . . for offices and homes,” which some resdllers offer. |
interpret that estimate as an upper bound, since areseller which can profitably sell at that price
might pay more than the incremental costs of one of the facilities-based carriers for network
transmission and switching. | aso assume that that cost applies to direct-dialed domestic calls,
not operator service or international calls. Furthermore, as Professor Hall himself points out, the
network cost of off-peak callsis lower than that of peak calls, and residence customers make
most of their callsin off-peak periods. Thus, the cost for residence customers might be less than
ten cents per minute. Second, Professor Hall does not challenge the estimate of Drs. Kahn and
Tardiff that AT& T’ s average revenue per minute from residence customers for direct-dialed calls
isabout 18 cents. Therefore, Professor Hall’s own cost estimate would imply that AT& T’ s profit
margin for the average residence customer is about 8 cents per minute, and it has been increasing
asAT&T hasraised rates.

Even AT&T residence calling plan customers are paying rates above costs. The maximum
standard discount available through AT& T's True Reach plan is 25 percent. So atypica high-

volume True Reach customer would pay about 14.2 cents a minute,?* which exceeds Professor

z Affidavit of Robert Hall on behalf of MCI in Application of SBC Communications Inc., Southwestern Bell
Telephone Company, and Southwestern Bell Communications Services, Inc., for Provision of In-Region,
InterLATA Services in Oklahoma, CC Docket 97-121. Professor Hall claims that an additional customer
costs $.98. (Hall at 142) Asdiscussed below, he also estimates that the incremental cost of usage is 10
centsaminute. (Hall at 136) (To be conservative, here | assume that this 10-cent cost does not double
count the per-customer costs of $.98.) Although he is not clear on the point, | tentatively infer that this
cost applies to direct-dialed calls. The average basic rate for direct-dialed callsis 18.9 cents. Then
Professor Hall’ s figures imply that the break-even point would be a monthly hill of about $2.08
(0.189*0.98/[0.189-0.10)).

= Affidavit by Professor Robert Hall, op. cit., at 1 36.

x $0.189* (1-.25).



13-

Hall’ s estimated cost of 10 cents aminute. Subscribersto AT&T’s new 15-cent One Rate plan
must also be paying rates substantially higher than costs.

V. ANANALYTICAL APPROACH TO ASSESSING BELLSOUTH’'SENTRY
PROSPECTS

Recall my discussion above that the FCC’s data show that the market share of smaller
interexchange carriers has been growing relative to that of the Big Three. This fact suggests that
there is a promising market opportunity for small or perhaps even newly-entering carriers. If, to
the contrary, the market share of the small carriers were declining, | would be more concerned

about BellSouth’ s likely prospects in the interexchange market.

The FCC data are quditatively consistent with another study by a market survey company called
Odyssey. It reports the percentage of U.S. households using each long distance carrier:®
Table2

Market Shares of Interexchange Carriers
(Per centage of U.S. Households)

Carrier 40Q94 1Q95 4Q95 1Q96
AT&T 74 71 66 65
MCI 11 12 13 12
Sprint 4 4 4 5
Other - 7 12 12
Don’t know/no answer 11 6 5 6

According to these data, too, while AT& T’ s market share is declining, MCI’s and Sprint’s shares
are stable, and the other carriers’ shareisgrowing. The study also reports that “ consumers who
rated AT& T’ simage as ‘very good’ fell from 68% two years ago to 59% in the latest survey.”%
Emphasizing the growing market share of resellers, the article states, “The findings point to a
potentialy lucrative field for the Bell companies, which can succeed in their foray into long-

distance by becoming ‘ super resdllers,’”?” according to a separate report by the Y ankee Group.

= Sandra Guy, “Resdlling Upends IXCs Marketing Plan,” Telephony (July 1, 1996), p. 20.
% Ibid.
z Ibid.
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Based on its assessment of the attractiveness of the RBOCs and turnover of customers of the
interexchange carriers, areport by the Y ankee Group estimates that the RBOCs in the aggregate
will achieve about a 10 to 15 percent share of the national interLATA household market 18
months after entering the market.?® If Bell South’ s success were equal to that of the average
RBOC and if it were to focus on customers in its home region, then its share of the household
market within its region would also equal between 10 to 15 percent. Since it has about 14
percent of RBOC access lines, then, based on the Y ankee Group predictions, its share of the
national interLATA household market would be about 1.7 to 2.6 percent.

| should point out that these data are suggestive, not definitive. Although insufficient by
themselves, the combination of these data and the other information discussed in the sections

below more convincingly portray the picture of BellSouth’s entry prospects.

The supracompetitive profits and pricing discipline of the Big Three carriers would have to
diminish in the face of the market entry of BellSouth and other new entrants. From the point of
view of customers, the lower prices resulting from such a breakdown in profit margins and pricing

discipline would be good news.

Already, there are signs of downward pressure on prices due to RBOC interLATA entry; as one
article puts it, “Further evidence of a changing long-distance market is apparent in BellSouth’s
recent agreement to buy wholesale long-distance transport from AT& T at what the RHC called
‘the low end’ of the 1¢- to 2¢-per-minute range. The agreement signifies a potentially radical
change in consumer and business services pricing and the possibility of area price war, said
Robert Rich, vice president of telecommunications research at The Y ankee Group.”® These
pressures could only increase when Bell South and the other RBOCs enter the in-region
interLATA market.

= The Y ankee Group, “1XCs versus RBOCs: The Battle of the Century” (December, 1995), p. 24. This
report also estimates that the RBOCs will lose about the same percentage of their local market in the same
period of time (p. 26).

» Ibid. At the time of the contract, Bell South could only use the wholesale transport for cellular and out-of -
region resale activities. Similarly, Bell Atlantic reportedly negotiated bulk transport at 1.5 cents per
minute. “Bell Atlantic Adopts Retail Long Distance Strategy,” Telecommunications Reports (September
23, 1996).
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Now we come to my main point. We have seen that smaller carriers are gradually gaining market
share. Still, so far their gains have been insufficient to break down the pricing discipline of the
Big Three carriers.® | explain in the sections below that BellSouth has several strengths. These
strengths might be sufficient for a more effective challenge to the Big Three than the existing
smaller carriers have presented, particularly for low-usage customers who have faced a succession

of price increasesin recent years.

Let me expand on that point about low-usage customers. That market segment—predominantly
residence customers—is the largest group of customers, yet it is neglected in the competition
among interexchange carriers. | report above that, in 1996, 62 percent of AT& T’ s residence long
distance customers in the BellSouth states faced full, undiscounted toll rates®* Also consider
Table 3 below. It shows data for 1996 from the FCC’s market share report and a calculation |
have made from the data. The FCC report shows each magjor interexchange carrier’s number of
presubscribed lines and total operating revenues. From the FCC report, | show results for the ten
largest interexchange carriers for which the FCC reports data on both presubscribed lines and

revenues, plus data for all other interexchange carriers combined.*

%0 See, e.g., P. W. MacAvoy, “Tacit Collusion under Regulation in the Pricing of Interstate L ong-Distance
Telephone Services,” Journal of Economics and Management Strategy, v. 4. No. 2 (Summer 1995), pp.
247-185; also see W. E. Taylor and J. D. Zona, “An Analysis of the State of Competition in Long
Distance Telephone Markets,” Study Attached to Ex Parte Comments Examining the Competition of
Interstate Long Distance Telephone Markets, FCC CC Docket No. 79-252 (April, 1995).

8 Based on results of analysis of data for 1996 from “Bill Harvesting 111" Release 2, op. cit..

& Joe Bender, “Long Distance Market Shares,” op. cit. Of the interexchange carriers for which the FCC
reports both presubscribed lines and operating revenues, | have selected the ten carriers with the largest
number of presubscribed lines. Had | selected the largest carriers based on their revenues, that selection
process would have introduced a bias toward displaying carriers which have high revenue per line relative
to AT&T. Sincel have selected the carriers with the largest number of lines, | avoid that selection bias.
One should use these data with caution. The data for revenues might not be fully comparable to the data
for presubscribed lines and might not be defined in the same way by different carriers. One should use
special caution regarding the revenue figure for “all others,” sinceit is calculated as aresidua from the
figure for total revenues, which the FCC staff has estimated.
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Table3
Revenue per Presubscribed Line

Presubscribed Revenue (M) Revenue per

Linesin June 1996 in 1996 Linein 1996
AT&T 99,821,499 $39,264 $393.34
MCI 24,338,086 $16,372 $672.69
Sprint 10,905,940 $7,944 $728.41
WorldCom 4,288,401 $4,485 $1,045.84
Excel Telecommunications 3,313,287 $1,091 $329.28
Frontier companies 2,097,182 $1,563 $745.29
LCI 1,965,532 $1,103 $561.17
Cable & Wiregless 584,802 $919 $1,571.47
U.S. Long Distance 356,932 $188 $526.71
Business Telecom 171,239 $149 $870.13
Vartec Telecom 116,898 $470 $4,020.60
General Communications 124,969 $143 $1,144.28
All others 3,996,101 $8,342 $2,087.53
Total 152,080,868 $82,033 $539.40

What we seein the last column is that all the carriers except one have higher revenues per
presubscribed linethan AT& T does. The only exception is Excel Telecommunications, which,
according to the FCC report, is a pure reseller and which is only about two percent of AT&T's
size. Thelesson isthat the carriers other than AT& T tend more to focus on high-volume

customersthan AT& T does.

This pattern is not surprising, since interexchange carriers bear some fixed costs per customer.
Such fixed costs include afee paid to aloca exchange carrier for processing a presubscription
order and some of the costs of marketing, customer care, and perhaps some billing costs. To
some extent the latter three types of costs increase with a customer’s volume of usage, but there
isafixed component, too. Thus, since the low-usage segment is more costly to acquire and serve
relative to the revenues it generates, it is not as profitable a segment to pursue aggressively. Asl
explain in Section VI below, the low-volume market segment should be less costly for Bell South
to serve than it isfor other existing interexchange carriers, so BellSouth’s entry holds out the

prospect of more intensified competition for this segment and more benefits to those consumers
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than for the other segments where competition is relatively stronger.

V. BELLSOUTH HASTHE POTENTIAL TO HAVE LOW INCREMENTAL COSTS

There are functions for which economies of scope would potentially strengthen BellSouth’s
prospects for success when it enters the interexchange market. These economies might enable it
to challenge the Big Three interexchange carriers more effectively than small carriers and resdllers
have to date. Absent legal and regulatory restrictions, such potential economies exist for at least

the following functions:
Certain transmission facilities
Sales and marketing
Customer care
Billing.

Such economies of scope could conserve on the economy’ s scarce resources and benefit con-
sumers. Nevertheless, Section 272 of the Telecommunications Act and the FCC rules
implementing the Act require BellSouth to operate largely as a separate, arms-length subsidiary
for at least three years, and the FCC could extend the requirement beyond that period. Thus, the
principal permissible joint activities are sales, sales support systems, and customer support. The
separate subsidiary restriction may tend to postpone the time when competitive forces will
determine whether vertically integrated or non-vertically integrated carriers are the most effective

and efficient means of serving customers.

VI. BELLSOUTH'SMARKET POSITION

Thereis evidence about the market credibility of local exchange carriers such as BellSouth. C/J
Research conducted a survey in January, 1996. The survey caled Comm-Trac asked residence
customers about their satisfaction with companies providing long-distance service, local telephone
service, cellular service, and cable TV service. The most relevant data compare customers
opinions of the current long-distance companies with local exchange carriers. The survey found

that local exchange carriers met or exceeded expectations for 85.4 percent of respondents,
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whereas long distance carriers did so for 91.1 percent. To put these figuresin perspective, cable
TV companies met or exceeded expectations for only 67.3 percent of respondents. Thus,
although satisfaction with the long distance carriersis dightly higher than it iswith local exchange
carriers, satisfaction with both is high, and the difference in satisfaction between long distance
carriers and local carriersis small relative to the difference in satisfaction between either of these
types of carriers and the cable companies. The survey also asked respondents whether they would
change their carrier when a new company begins offering service. The result isthat 12.8 percent
of residence customers say they would either definitely or probably switch long-distance carrier,
while 15.6 percent say they would definitely or probably switch local exchange carrier. This small
difference between the two markets contrasts with the large difference between either of those
two markets and the cable TV market: for the latter market 37.0 percent said that they would
definitely or probably switch.

The Y ankee Group conducted a similar study among consumers and found similar levels of
satisfaction with the three kinds of carriers as the Comm-Trac survey did. The Y ankee Group
found that 89 percent of consumers rated the services of long distance carriers as good or
excellent; 85 percent of them rated local exchange carrier services at that level; and just 61
percent rated the services of cable TV companies at that level.*® The dataindicate high
satisfaction with local exchange carriersin general as service providers. The Y ankee Group
updated its study in 1996, and the update shows results for individual RBOCs. To help add to the
information from the previous Y ankee Group study, Table 4 reports results for more detailed
guestions; | show the percentage of customers who rate a carrier as excellent; and | compare

ratings of BellSouth with interexchange carriers and cable companies:*

s The Yankee Group, “IXCs versus RBOCs: The Battle of the Century” (December, 1995), p. 33. The
report also finds ratings of 76 percent for electric companies and 70 percent for cellular carriers.

% The Y ankee Group, “The 1996 TAF Survey: Implications for Convergence” (1996), p.14; also detailed data
obtained directly from The Y ankee Group.
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Table4
Per centage of Households Rating Carrier as Excellent
Interexchange
Subject BellSouth Carriers Cable TV
Professional and Courteous Personnel 26.6 25.2 115
Accurate and Easy-to-Understand Bills 27.0 25.5 15.6
Timely Resolution of Problems 26.6 22.1 11.2
Quick Accessto Customer Service 234 21.0 10.5
Value for the Money 155 18.3 6.3
High-Quality Transmission 21.7 26.2 8.3
Trustworthiness 22.7 244 8.7
Deserving of Loyalty 22.7 234 7.5

For most measures, Bell South’ s ratings are close to those of the interexchange carriers, and some

even exceed those of the interexchange carriers. Again, the cable TV companieslag far behind.

A survey by IDC/LINK yields similar information. In its 1995 Home Media Consumer Survey,
the research firm asked U.S. households to rate their long distance company, local telephone
company, and cable TV company.®* Table 5 shows the results for Bell South and interexchange

carriers.
Table5
Per centage of Households Rating Carrier asVery Good or Good
Interexchange
Subject BellSouth Carriers
Customer Service 76 80
Service Reliability and Product Quality 77 81

Again, the differences between Bell South and long distance carriersis small. If the difference
were large, then one would have substantial concerns about Bell South’s entry prospects. But
such small differences in percentages generaly imply that there is alarge customer segment which
rates BellSouth as well as or better than the interexchange carriers; further, such a small difference

in percentages can be overcome by reasonably diligent efforts.

% IDC/LINK reports selected results in Rona Shuchat, “Brand Awareness: The Critical Key to Success,”
IDC/LINK #11179, Volume 1, Tab 1 Market Analysis (March 1996), p. 8. IDC/LINK provided the
detailed data directly.
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1.The FCC aso collects data which enable comparisons among individual local exchange
carriers.® According to the FCC data obtained from the carriers, customer satisfaction with
BellSouth has tended to be better than for the other Bell companies as a whole in recent years.
For residence customers, from 1H91 through 1H95 (the most recent period with datain the FCC
report) the percentage of customers satisfied has exceeded that of the Bell average for five out of
nine semiannual periods and has equaled the average in one period. During that four and a half
years as awhole, an average of 94.4 percent of Bell South residence customers were satisfied, as
compared with 93.5 percent for the Bell companiesin total. The percentage of Bell South small
business customers who were satisfied averaged 94.5 compared with 93.0 for the Bell companies

asawhole®

Since divestiture, the RBOCs have developed marketing and competitive skills that were
inadequate prior to divestiture. The RBOCs have honed their competitive skillsin a variety of
markets that have become competitive or that were competitive early on. Such markets include
customer premises equipment, cellular service, certain vertical services, Centrex service, inside
wiring installation and maintenance, Y ellow Pages, billing and collection services offered to

interexchange carriers, and, more recently, intraLATA toll service.

Staffing heavily from BellSouth and other telecommunications firms, BellSouth’s long distance
affiliate will obvioudly be thoroughly experienced in the telecommunications industry, its market
needs, its operational requirements, its technologies, and its equipment suppliers. In particular, its
employees will have experience in the toll market because Bell South had already been providing
intraLATA toll services.

When entering the interLATA market, Bell South might position itself as alow-priced carrier. It

% Jonathan M. Kraushaar, “ Update on Quality of Service for the Loca Operating Companies Aggregated to the
Holding Company Level,” Common Carrier Bureau__Industry Analysis Division, Federa
Communications Commission (March, 1996). The report cautions that some of the data might not be
fully consistent among companies or over time for a given company. The FCC aggregates operating-
company data to the holding company level using an unweighted average of operating-company data. The
FCC report does not cover non-Bell companies.

% The FCC report also shows data for large business customers; however, the data are not available for all
companies for all years. The FCC reports an RBOC average only through the first half of 1993.
Satisfaction of Bell South’ s large business customers equaled or exceeded the RBOC average for four out
of five semiannual periods from 1H91 through 1H93.
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might instead differentiate itself by providing superior customer service, quality, or distinctive
services. Either way, this additional competition would force the incumbents to respond in kind
or by making their offerings more attractive in innovative new ways. Whatever the competitive

response, customers—both business and residence—would benefit.

VIlI. CARRIER ACCESSRATESABOVE CosTsWIiLL NOT HARM COMPETITION

| leave to other affiants most of the discussion of whether competition and regulatory safeguards
are sufficient to protect the interexchange market from anticompetitive abuses. One topic,
however, | will address because | have written on the subject and because | have frequently seen
erroneous claims regarding it. All parties—myself included—agree that current rates for carrier
access are above the cost of providing the service. This differential has helped to keep rates lower
for other services—in particular, residence basic service. The incumbent interexchange carriers
and others have claimed that this differential would give aloca exchange carrier (LEC) an
artificial cost advantage that would cause it to discriminate against competitors and expand its
long distance output at the expense of competitors. There are two versions of this claim, the

simple version and the subtle version, so | deal with each version in turn.

First consider the smple version of the claim. According to this version, to maximize overall
corporate profits, the LEC’ slong distance affiliate would choose a price level using the true
economic cost of carrier access in its calculations rather than the tariff price of carrier access that
the incumbent interexchange carriers must pay. As the argument goes, the affiliate could
profitably take customers away from its competitors even if it were less efficient than its

competitors.

This naive argument is flat-out wrong. Think about what happens if the long distance affiliate
were to take, say, 100 minutes away from a competitor. The LEC would no longer receive
carrier access revenues from that competitor. If access charges were, say, 6 cents per minute,
then the LEC would forego $6.00 in access revenues. To maximize profits, the LEC corporate
parent must recognize that $6.00 in lost access revenues as an opportunity cost of having itslong
distance affiliate carry the 100 minutes. If the affiliate cannot earn enough revenue to cover both

its own costs and the opportunity cost of access, then its taking the 100 minutes away from the
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competitor would be unprofitable for the LEC corporate parent.
Consider asmple example. For illustration, assume the following:
the price of carrier accessis 6 cents per minute,
the LEC’sincremental cost of accessis 1 cent per minute,®

the market price of long distance service is 16 cents per minute, and

the incremental cost of both the LEC' s long distance affiliate and the incumbent IXCsis 10

cents per minute.

Let uslook at the problem from an accounting point of view. Consider Scenario 1. Anincumbent
interexchange carrier carries 100 minutes. In that case, the LEC’ s access revenues are $6.00, its
incremental access costs are $1.00, and it earns no profitsin the long distance market, so its total

corporate profits are $5.00.

Now consider Scenario 2: the LEC' s long distance affiliate carries that 100 minutes instead. The
LEC no longer earns those access revenues from the incumbent interexchange carriers. The only
revenues to account for are the long distance affiliate’ s revenues of $16.00 (100 minutes times the
price of 16 cents per minute). We have to account for two sources of costs. First, the LEC's
long distance affiliate bears a cost of $10 (100 minutes times its incremental cost of 10 cents per
minute). Second, the LEC bears a cost of providing access of $1.00 (100 minutes times an
incremental cost of one cent aminute). For the LEC corporation as a whole, its profits are the
long distance revenues of $16.00 minus long distance costs of $10.00 minus access costs of
$1.00; i.e., itstotal corporate profits are $5.00—precisely the same amount as it earned in
Scenario 1, when the incumbent interexchange carrier carried the 100 minutes. To summarize,

the LEC corporate profits in the two scenarios and the difference in profits are as follows:

% For simplicity of theillustration, | assume here that there are no economies of scope between the LEC's
provision of carrier access service to its long distance affiliate and the affiliate’ s provision of long distance
service. There might indeed be such economies of scope.
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Table6
[lustration Showing LEC’s Lack of Profit Incentiveto Discriminate

Incumbent IXC LEC LD Affiliate

Carries Carries Change in Profit
Long distance revenue $0.00 $16.00 $16.00
L ong distance costs (neg.) $0.00 ($10.00) ($10.00)
Access revenue $6.00 $ 0.00 ($ 6.00)
Access costs (neg.) ($1.00) ($ 1.00) $ 0.00
Totd $5.00 $ 5.00 $ 0.00

Asyou can see, the LEC corporation as a whole makes exactly the same profit in the two
scenarios. Therefore, the naive claim about access chargesiswrong. The LEC corporation as a
whole does not increase profit by taking business away from an equally-efficient competing

interexchange carrier.

In that simpleillustration | pretended that the long distance market is highly competitive, so the
market price equals the sum of the price of access and the cost of long distance. If the long
distance market is not fully competitive, as it appears not to be, then the market price would
exceed the costs of the incumbent interexchange carriers. In that case, the LEC corporation asa
whole would make more profitsif the LEC long distance affiliate were to carry the 100 minutes
than if the incumbent interexchange carriers were to carry them. But that outcome results from
the lack of competitiveness in the market, not from a price of access that exceeds its incremental
costs. The LEC long distance affiliate, making its own decisions and taking its carrier access bills
as a cost, would make the same decisions about whether to carry traffic as the LEC corporate
CEO would have made.

Now consider the more subtle argument, according to which the LEC would increase its profits if
its long distance affiliate could somehow cause the market price of long distance services to fall
and thereby stimulate demand for the LEC’ s carrier access services. That outcomeisnot a

problem, since it improves economic welfare, driving prices closer to economic costs.

1.Professor Franklin Fisher, however, raised the concern that a LEC and its long distance affiliate

(an “integrated LEC”) would behave differently from an unintegrated provider and might expand
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output even if it were less efficient than itsrivals.* The potentia for an economic problem in this
theory arises because the gain in economic welfare from driving long distance prices closer to
economic costs might be exceeded by the increase in industry costs. If so, there theoretically
could be aloss of economic efficiency. However, as my co-authors and | pointed out in a recent
paper,*® such losses would be outweighed by efficiency gains from the expansion of industry
output as long distance prices are driven closer to economic costs. We found conclusively that,
for awide range of reasonable assumptions, the entry of a vertically integrated LEC would cause
an increase in consumer plus producer surplus, even if it were less efficient than itsrivals* The
economic welfare gain is larger if the vertically-integrated L EC maximizes total corporate
profits—taking into account the additional contribution the corporation receives from expanded

carrier access demand—than if the LEC' s long distance affiliate maximizes only its own profits.

Thus, our model shows that, under plausible assumptions, Professor Fisher is half right—the
incrementa profitsin long distance and carrier access cause an integrated firm to select a different
level of output from what an unintegrated firm would select. However, Professor Fisher iswrong

in his conjecture that this leads to losses in economic efficiency.

Our results are consistent with the findings of Sibley and Weisman.** Using a simple model of the
long-distance market, they find that combined profit-maximizing behavior of the LECsin a
substantial range of circumstances gives them the incentive to reduce rather than raise thelir rivals

costs. In sum, the entry of an integrated LEC into the long distance market is procompetitive for

% Franklin M. Fisher, “An Analysis of Switched Access Pricing and the Telecommunications Act of 1996.”

40 Richard L. Schmalensee, William E. Taylor, J. Douglas Zona, and Paul J. Hinton, “An Analysis of the
Welfare Effects of Long Distance Market Entry by an Integrated Access and Long Distance Provider,” CC
Docket 96-262 et al., on behalf of USTA, ex parte filed March 7, 1997.

“ We estimated that entry by a vertically-integrated LEC, maximizing total corporate profits, would increase net
consumer plus producer surplus by $0.80 per line per month. There are about 100 million residence lines
in the U.S,; thus, on a national basis, that represents a welfare gain for residence customers alone of about
$1 hillion ayear. Even under an extreme assumption that the LEC’ s long distance affiliate might be 20
percent less efficient than the incumbent interexchange carriers, the welfare gain till exceeds $0.60 per
line per month. After completing the article, | also found through subsequent research that the
conclusions are robust with respect to changes in the technical behavior assumptions of the
LEC—whether the LEC assumes that its output decisions do not affect the outputs of competitors or
whether it anticipates and takes into account rival output changes responding to its own actions.

42 David S. Sibley and Dennis L. Weisman, “The Competitive Incentives of Verticaly Integrated Local
Exchange Carriers: An Economic and Policy Analysis,” Journal of Policy Analysis and Management,
forthcoming Vol. 17, No. 1, 1997.
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reasonable ranges of parameter values.

VIIl. CONCLUSIONS

As we have seen, current long distance competition for the consumer segment is inadequate, and
the interexchange carriers have increased rates for this segment. Entry by a strong competitor
could break down the pricing discipline that the Big Three have succeeded in maintaining in
recent years. BellSouth has a good market position to expand its service offerings to include
interexchange services. After expiration of the separate-subsidiary restrictions established by the
Act and implemented by the FCC order in Docket 96-149, it will be helped by additional

economies of scope.

At least one economy of scope will be realizable immediately, even under the separate-subsidiary
requirement____the benefit of the existing Bell South brand name. As explained in Section VI,
through its high-quality service and advertising, Bell South has achieved considerable customer
recognition, loyalty, and trust. Many customers might have hesitated to buy their interexchange
service from a“no-name” carrier. (I do not intend to disparage the small interexchange carriers
but rather to indicate how a customer, unfamiliar with the quality and value of such acarrier’s
services, might tend to perceive them.) In contrast, most of BellSouth’s customers are familiar
with the Bell South brand name and have a favorable opinion about the company’ s quality of
service and value. Thus, on this basis at least, BellSouth might be able to offer an effective
competitive challenge to existing interexchange carriers even if it were to enter the long distance
market as apure reseller. 1n addition, BellSouth is large (although not nearly aslargeas AT& T
or MCI); it has substantial positive cash flows; it has healthy relations with the stock, bond, and
banking markets; and its securities are rated as low risk. Thus, it isin agood position to fund
necessary construction and entry start-up costs. For all the above reasons, BellSouth is a credible
competitor in the long distance market and so has good prospects for intensifying competition in
that market. Such an intensification of competition would benefit consumers and would be in the
public interest. Current carrier access charges, set above costs, are not a threat to those consumer
benefits.
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| declare under penalty of perjury that the foregoing is true and correct. Executed on
August , 1994,
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40. Accessto credit information and other customer proprietary restricted datais controlled
by each state=s public utilities commission. For example, the Florida commission is the only
PSC in BellSouth=s region which requires a customer=s credit history be available on-line.
Copies of customer service records screens seen by CLECs using LENS are attached as
Exhibit WNS-20. The data elements are provided in a standard and consistent format within
the Bell South region which minimizes confusion when CLECs access various customer

records throughout the Bell South region.

BellSouth retail customers who notify Bell South to restrict access to their account
information will be excluded from CLEC access; otherwise, the CLEC can access information
on any BellSouth customer account, or its own customers= accounts, electronicallyh. The
CLEC cannot access any other CLEC=s accounts or customer information. Likewise,
BellSouth=s service representatives= view of a CLEC=s customer information is restricted.

B. MACHINE-TO-MACHINE PRE-ORDERING INTERFACES

__ 42, Although LENS satisfies Bell South=s duty to provide non-discriminatory access,
BellSouth is also going beyond the requirements of the 1996 Act by working with requesting
carriers to develop additional pre-ordering interfaces. For example, Bell South has negotiated
an individua interconnection agreement with AT& T that provides for an additional
customized pre-ordering interface called AEC-Lite@ Under this agreement, BellSouth is
developing a machine-to-machine interface designed to AT& T=s specifications. EC-Liteis
scheduled to be available in December, 1997. At the current time, BellSouth has been
provided requirements and on-going discussions continue. Some testing has aready been

completed. Theinitia release of EC-Lite contains al of the pre-ordering offerings except
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P/SIMS, which was excluded at the request of AT&T. P/ISIMS access will be added early in
1998. Exhibit WNS-21 shows the major milestones for EC-Lite=s schedule.

43. Severa CLECs have claimed that they must manually re-enter data obtained from LENS
into their own operations support systems. There is no need to do this. Several methods exist
for transferring the data electronically. A CLEC using LENS can smply Acut and paste@
information from LENS into any other computer application that supports Acut and paste, @
such as Microsoft Windows7. Another method makes available the data underlying the
presentation screens supplied through LENS for customization by a CLEC=s software
developers. That underlying datais depicted on Exhibit WNS-22. The data also can be
provided in additional formats independently of the LENS presentation screens, using the
process described next.

44. Alternatively, the LENS data could be provided through a process known as Common
Gateway Interface, or CGl. CGl isa specification for communicating data between an
information server, such as the LENS server, and another independent application, such asa
CLEC operations support system. A CGI script is a program that negotiates the movement of
data between the server and an outside application. With BellSouth=s CGI specification, a
CLEC could obtain and manipulate data from the LENS server. Using CGl, therefore,
provides yet another method for a CLEC to integrate the data obtained through LENS with
the CLEC=s internal systems. BellSouth=s CGI specification has been provided to

requestingpu CLECs. The specification provides for

data labels which can be used by a CLEC presentation management application (system) to

communicate via transactions with LENS. BellSouth is updating the CGI specification and
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will release it in the near future.

45. To accommodate carriers that want electronic bonding, BellSouth has agreed to
additional development of this capability in individual interconnection agreements. However,
electronic bonding or a machine-to-machine interface would not satisfy the needs of every
CLEC. Of the hundreds of interexchange carriers in the market today, only the very largest
use the electronic bonding arrangements already available for access services. Implementing
electronic bonding arrangements can be expensive, difficult, and time-consuming. Few
CLECs have the resources or desire to make these investments. If electronically bonded
interfaces were the only option, most CLECs would be precluded from using them.

C.ADDITIONAL PRE-ORDERING ISSUES

46. During many state proceedings, the competitive carriers= testimony has criticized the
ordering capabilities of LENS. The primary function of LENS is pre-ordering. Non-
discriminatory access for ordering is supplied by the industry-standard Electronic Data
Interchange (EDI) and Exchange Access Control and Tracking (EXACT) interfaces.
BellSouth, along with the industry, recommends EDI for local exchange ordering. LENS was
originally designed as a pre-ordering tool, and makes a range of connection options available
that support both large and small CLECs for that purpose. BellSouth aso has devel oped
interactive ordering capabilities as an option through LENS, and over time, BellSouth expects
the LENS ordering functions to mirror the capabilities already available through EDI.
Currently, however, the primary function of the LENS interface is to obtain real-time,
interactive access to pre-ordering information, which is-in-substantially the same time and

manner as BellSouth=s access for itsretail operations. The fact that LENS for ordering does
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not yet provide all the capabilities available through the industry standard EDI ordering
interface does not detract from the pre-ordering capabilities available through LENS.

47. BellSouth added to LENS on October 6, 1997 the capability for the CLEC to view the
Quickserviceindicator in LENS. The CLECswill be able to view the Quickservice or the

Connect-Through indicators in the address validation and due date calendar sections. These
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indicators along with equipment, feature and services ordered are used to determine if atechnician

needs to be dispatched.
48. In summary, pre-ordering functions are available for resae services and UNEs where the
particular function applies. For example, telephone number selection is applicable;eg:; for
ports queries. No pre-ordering functions are applicable for interconnection/trunking queries.
Additionally, a carrier=s local tax statusis arequired field, and applies to the carrier, not to
the end customer (per a complaint by MCI). MCI also complained that Bell South does not
provide access to 3 OBF functions which it claims are important to pre-ordering (block of
DID numbers inquiry, DID trunk inquiry, and UNE service provider inquiry), which are, in
fact, addressed more as ordering functions. If MCI wants Bell South to develop accessto
these functions, it can submit this request viathe BFR (Bona Fide Request) process.

V. ORDERING

_49. Asdescribed in the pre-ordering section, the Commission=s Interconnection Rules at
' 51.5 define pre-ordering and ordering collectively as including Athe exchange of information
between telecommunications carriers about current or proposed customer products and
services or unbundled network elements or some combination thereof. @
50. BellSouthisastrong supporter of industry standards and is aregular participant in the
industry bodies developing standards. BellSouth also has devel oped its interfaces to meet
those standards, where they exist. For example, Electronic Data Interchange (EDI), an
ordering interface, was adopted by the industry for CLEC local service requests, and
BellSouth offers CLECs an EDI ordering interface. EDI is OBF (Ordering and Billing

Forum) - TCIF (Telecommunications Industry Forum) 6.0 compliant, and BellSouth is
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committed to implementing in early 1998 the 7.0 standard published on July 28, 1997.

51. BelSouth provides CLECs with access to ordering capabilities in substantially the same
time and manner as Bell South=s access for itsretail customers. Bell South uses four systems
for its own retail operations. BellSouth has different systems for residence and business
customers, for local exchange service and for access customers. The systems also vary by
customer location. Three of these systems are the same ones already described in the pre-
ordering section: the Regional Negotiation System (RNS), for most types of residence orders
for all BellSouth states; the Service Order Negotiation System (SONGS), for business orders
and residence orders not supported by RNS in Alabama, Kentucky, Louisiana, Mississippi,
and Tennesseg; the Direct Order Entry (DOE) system, for business orders and residence
orders not supported by RNS in Florida, Georgia, North Carolina, and South Carolina. The
fourth system is the Exchange Access Control and Tracking system (EXACT), which has
been used for access orders for all BellSouth states for more than 12 years.

52. Each of these systems functions somewhat differently, but in general, they all accumulate
and format information required to enter an order into BellSouth=s Service Order Control
System (also known as ASOCS@. For RNS, DOE, and SONGS, BellSouth=s service
representatives use ordering screens, a sample of which is depicted in Exhibit WNS-23.
Copies of EXACT screens used to process access service requests are provided as Exhibit
WNS-24.

A.ELECTRONIC DATA INTERCHANGE ORDERING

_ 53, For CLECs, there are two industry-standard CLEC ordering systems, depending on the

service type. Thefirst is EDI, which can be used for resale orders and certain unbundled
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network elements (thisis described in more detail in afollowing section on Ordering for
UNESs). EDI isthe electronic interface sanctioned by the OBF for local service request
communications. Using thisinterface, the CLEC will transmit service requests in OBF-
standard format to BellSouth. We have also developed areport for AT&T (called
OUTPLOC) which transmits information such as loss notification - notification that an end-
user has changed carriers - which can also be accessed by any CLEC using EDI. The EDI
interface currently supports electronic ordering for 34 resale services and some unbundled
network elements. These services represent 80% of Bell South=s total retail operating
revenue including large business services. Thisincludes complex services for which we do not

have mechanized service order generation for either Bell South retail or CLECs.

54. BellSouth has no way of knowing precisely how the screens viewed by a CLEC using EDI
will look, because EDI defines only the standards for the exchange of information and not for
how it is displayed by either party=s computer system. In atraditional EDI implementation,
the CLEC develops its own presentation system to satisfy its internally-defined business needs.
To assist CLECs of all sizes that want to use EDI without extensive development effort on the
their side of the EDI interface, Bell South worked with a third party software vendor,
Harbinger, to develop the personal computer-compatible, inexpensive and readily available
software package called EDI-PC. Attached as Exhibit WNS-25 are screens which provide
views of how a CLEC can use EDI-PC to order resold services or certain unbundled network
elements from BellSouth. EDI-PC is compatible with BellSouth=s EDI interface, and is
readily available to even the smallest CLEC that might not choose to develop its own system.

55. There are several EDI connectivity options available: dedicated point-to-point
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connections; dial-up connections; and Vaue-Added Network (VAN) connections. Since
December 31, 1996, Bell South has had the capability to implement an EDI interface with any
CLECswho wish to do so. Currently, there are five CLECs actively using EDI.

B. EXACT

56. The second industry-standard ordering system available to CLECs is the Exchange
Access Control and Tracking (EXACT) system. Thisinterface supports CLEC
Ainfrastructure@orders, primarily for interconnection trunking. This system supports the
industry standard access service request (or ASR) process. EXACT isthe same interface
used by BellSouth for processing ASRs from interexchange carriers or for processing end-
user special access orders.

C.LENS

57. Although Bell South recommends the industry-standard EDI interface for local exchange
ordering, BellSouth aso provides an interactive, direct order capability through LENS, which
isavailable to CLECs that choose to use it for ordering. The LENS ordering interface
currently provides a subset of the order types and activity types provided by the EDI interface.

D. ORDERING FOR UNBUNDLED NETWORK ELEMENTS

58. CLECs can order unbundled network elements via EDI, although it isimportant to note
that many unbundled network elements are infrastructure elements, such as trunking, that are
ordered via EXACT. EDI supports ordering of the simpler unbundled elements. unbundled
loops, unbundled ports, unbundled interim number portability, and the unbundlied loop and
interim number portability together that have been defined by the Ordering and Billing Forum.

As shown on page one of Exhibit WNS-25 (the EDI ordering screens), in the ADocument
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Type@column, the menu includes purchase orders (PO-850) and purchase order supplements
(PO-860) for both resale and unbundled network elements. Page two of that exhibit shows
the UNE folder of alocal service request. Although EDI is the recommended process, the
UNEs listed above also can be ordered via LENS.

59. BellSouth=s position on UNE combinations is that in every state except Kentucky, UNE
combination orders replicating aretail service will be treated as resale or as an access service
(including provisioning, maintenance, and billing). (BellSouth=s obligations in Kentucky
under certain arbitrated interconnection agreements differ dightly from those in other states.)
BellSouth will make available separate UNEs which the CLECs can then combine themselves
with a collocation arrangement. Bell South=s electronic interfaces are fully capable of
accepting orders. BellSouth=s electronic interfaces are currently equipped to accept orders
for the most common types of UNESs, and to flow orders for several types of UNEs through
the ordering systems without human intervention. Details of this process are discussed in
other parts of the Ordering Section in this affidavit. The changes Bell South would have to
make to our electronic interfaces to accommodate UNE combinations would include
modifying them to accept a new UNE order type, and substantia inventory and billing
changes, which would be required to alow the systems to provision UNE combinations as
resale (since they replicate resale services), but inventory and bill them as UNEs. Since
BellSouth is pursuing its legal disagreement with the FCC position on providing UNE

combinations as a matter of law, we therefore have not yet undertaken such development.
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E. COMPLEX SERVICES

60. Four complex services are orderable viathe EDI interface: PBX trunks, SynchroNet7 (a
private line data service), ISDN-Basic-Rate service, and hunting. Other complex services
requiring account team handling, such as MultiServ7 service, are not presently supported by
EDI, but are handled in the same manner for both CLEC and BellSouth retail customers.

61. Non-discriminatory access does not require that all information and functions be
electronic and involve no manual handling. In fact, in a state proceeding in Louisanain May
1997, AT& T=switness Mr. Bradbury agreed that elimination of all manual intervention is not
necessary for an interface to meet the non-discriminatory access requirement. (LouiSiana
Public Service Commission, Docket No. U-22252, May 28, 1997, Hearing Volume Number
7, Page 1782, which is attached as Exhibit WNS-29.) Many services, primarily those known
as Acomplex@services, involve substantial manual handling by BellSouth account teams for
both CLEC and BellSouth retail customers. Thus, non-discriminatory accessto certain

functions for CLECs may aso legitimately involve manual processes for these same functions.

62. The manual processes Bell South uses for complex resold services offered to the CLECs
are the same processes used for Bell South=s complex retail services. The specialized and
complicated nature of complex services, together with their relatively low volume of orders
relative to basic exchange services, renders them less suitable for mechanization, whether for
retail or resale applications. Complex, variable processes are relatively difficult to mechanize,
and BellSouth has concluded that mechanizing many lower-volume complex retail services
would be imprudent for its own retail operations, in that the benefits of mechanization would

not justify the cost. Since the same manual processes are in place for both CLEC and
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BellSouth retail orders, the processes are competitively neutral. If any CLEC, in exercising its
independent business judgment, were to reach a different conclusion, it could certainly fund
the cost of complex service mechanization through a bona fide request for additional
functionality. At thistime, no CLEC has approached Bell South about mechanizing these
processes. It appears that no CLEC in BellSouth=s region is developing systems on its side of
the interfaces to accommodate the inputting of complex orders, since no CLEC has requested
ajoint development effort with BellSouth. Bell South=s manual processes operate effectively
and alow CLECs to compete effectively against Bell South.

63. An example of a complex service for which retail handling is not fully mechanized is
SmartRing7 service, aprivate line service available to both retail customers and to resellers.
In both cases, the pre-ordering and ordering processes are largely manual. Nonetheless, the
pre-ordering and ordering processes are virtually identical for both retail and CLEC orders.
Ordersfor retail services are handled primarily by the appropriate business unit for retail
services -- BellSouth Business Systems (BBS) account teams. Orders for CLEC services are
handled by the appropriate business unit for CLEC services B CLEC account teams which are
part Interconnection Services (ICS). 1CS= account team handling of complex services for
CLECsis substantially the same as BBS= account team handling of complex services for
BellSouth=s retail customers; they both use the same procedural processes.

64. To perform the pre-ordering activity for complex services known as Aservice inquiry,@a
systems designer on the appropriate account team fills out an extensive paper form and then
provides that form to the project manager for further manual activities. Thisis done for both

retail and resale orders for SmartRing7. On approval of either the retail customer or the
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CLEC, as appropriate, the paper service inquiry is re-initiated as afirm order, which also isan
extensive paper form with subsequent manual distribution. In both the retail and the resale
cases, the Firm Order Package is manually handed off to the service center, where paper
service order worksheets are created to assist in initiating service orders in the ordering
system. At that point, orders are typed into the appropriate service order system for the
customer=s location, which is the same system regardless of whether the SmartRing7 service
order isfor aretail or CLEC customer. This subsequent order entry is the same for both the
retail and the resale situations, and thus does not result in a different customer Aexperience@
in either case. After the typist inputs the service orders, the account team and project
manager are notified by e-mail of the service order numbers and due dates. The account team
manually reviews the service orders for accuracy and follows up as necessary. Again, these
processes, with their substantial reliance on manual handling and paper forms, are common to
both retail and CLEC orders.

65. BellSouth Interconnection Services Account Teams provide the same level of technical
and implementation support to CLECs for the design and implementation of complex services
as BellSouth Business Systems Account Teams do for Bell South=s retail customers. Account
teams have a critical role in pre-ordering and ordering activities for both retail and resale
complex services. For complex services such as SmartRing7 service orders, aswell asfor
other types of complex orders, both the retail and resale processes involve manual intervention

and are handled by account teams. The outcome is therefore competitively neutral.

F. MECHANIZED ORDER GENERATION

__66. Inaddition to the ordering systems, there are other systems involved to achieve
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mechanized service order generation. The Loca Exchange Ordering (LEO) system performs
edit checks and will pass a complete and correct service request to Bell South=s Local
Exchange Service Order Generator (LESOG) for mechanized order generation or to a Local
Carrier Service Center work list for further handling by a BellSouth service representative.
Thisis depicted on Exhibit WNS-26. LESOG will mechanically format many service requests
into BellSouth service order record formats which can be handled by Bell South=s Service
Order Control System (SOCS) and other downstream systems through which Bell South=s
service orders are also processed. LESOG requires no manual intervention by a Bell South
Sservice representative.

67. Exhibit WNS-27 lists the 34 resale services for which mechanized order generation is
available. Collectively these services -represent 90% of Consumer and Small Business retail
revenues. No manual intervention is needed on BellSouth=s side of the interface for 30 of
these services - such as 1 FR, 1FB, Caller 1D, custom calling services, Memory Call,
Touchstar services. Even the generation of firm order confirmations and completion notices
related to these servicesis fully mechanized. These same 30 services may also be ordered via
LENS. If aUNE order isreceived via EDI (none have been) or manually, mechanized service
order generation for the main UNESs (2-wire analog loop, port, INP, loop+INP) has been
available since October 6, 1997. Exhibit WNS-28 shows LESOG-generated service orders

for non-designed loop, designed (circuit id based) loop, port, and INP.

G. ADDITIONAL ORDERING ISSUES

68. In the various state proceedings, CLECs have complained that Bell South=s systems do

not provide integration of the pre-ordering and ordering functions. The fact that the industry
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standardized an ordering interface first and separate from the pre-ordering interface which is
currently being discussed by the industry presupposes the integration is the responsibility of

the CLEC. Nonetheless, Bell South actually provides three separate cases to be considered:

(1) The CLEC uses LENS for pre-ordering information and EDI for ordering. In
this case, integration of pre-ordering and ordering data must be done by the
CLEC. Pre-ordering datais available through LENS as Hyper Text Markup
Language (HTML) tags, or can be made available through a Computer Gateway
Interface (CGI). The CLEC must produce the programs needed to integrate this
datawith its EDI ordering system. (When using LENS for pre-ordering and EDI
for ordering, a CLEC=s representative can Asplit@its computer screen in order to

view both at the same time. The CLEC can run LENS and EDI simultaneously.)

(2) The CLEC uses acustomized interface (e.g. AT& T=s EC-L.ite) for pre-
ordering and EDI for ordering. In this case integration of the pre-ordering and

ordering data must be done by the CLEC.

(3) The CLEC uses LENS for pre-ordering information and LENS for ordering.
In this case, BellSouth designed the integration into the LENS firm order mode,

and provides the integration as part of the LENS software.

69. In state proceedings, MCI and other intervenors have criticized the batch nature of EDI,
despite the fact that EDI has been adopted by the industry for CLEC ordering. The EDI
interface does send a CLEC=s orders in batches, as EDI, by its nature, is defined as a batch

process. In consultation with CLECs, EDI batches initially were set to run every 30 minutes,

but they can be adjusted by BellSouth to much shorter interval saccommodate specific-market
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needs. BellSouth will make this adjustment at a CLEC=srequest. CLECs using EDI-PC may
put their ordersin a queue to be sent in a batch or they may send their orders immediately.

70. A CLEC made acomplaint on August 12, 1997 that LENS does not handle resale switch-
as-isorders properly. That isincorrect; for the month of August, for example, LENS handled
1748 switch-as-is orders. If the CLEC enters the switch-as-is order properly, then LENS
handlesit properly. LENS s available for switch-as-is customers and converts al their
features to the CLEC, including multi-line hunt groups. Another CLEC complained in July
that many of their orders were resubmitted as a result of BST=s mishandling and |oss of
orders. In mid-1997, Bell South implemented two forms of correction for that type problem:
1) some system improvements were made that enabled better synchronization among the
ordering systems, thus fewer orders are accidentally dropped when passed from one system to
another, and 2) the Local Carrier Service Center (LCSC) has also made some procedural
improvements to likewise ensure that they handle orders promptly. Operational experience
since these changes were made confirms that they were successful (see Exhibits WNS-41 and
46). Additionally, AT& T complained about providing line class codes, which are required,
and must be provided as feature detail. BellSouth responded to AT& T=s request for line
class codes and gave them more than 40.

71. LENS currently alows orders for amaximum of six lines for ordering, and provides a
subset of the products and services available through EDI. BellSouth will expand LENS=
capabilitiesin afuture LENSrelease. 1n any event, however, these limitations do not affect a
CLEC=s meaningful opportunity to compete. If a CLEC wishesto order more than six lines

or any electronically orderable service, it can use EDI, our primary ordering system described



earlier in this document=s Ordering section, which has no line limit. Moreover, we have been
able to determine that there might be only one hundred new end-user customersin the
BellSouth region in a year who would be affected by this six line limitation of LENS. The
features and services not currently available through LENS can be ordered either through EDI
or through a manual process.

72. There have also been questions about expedites and escal ations, which are covered in the
Local Competition Operational Readiness document prepared for the DOJ, which is the final

exhibit to this affidavit.

H. ORDERING SUMMARY

73. To provide asummary of BellSouth=s ordering capabilities, a table from the DOJ
document describes the ordering interface for each service and UNE, showing which are

orderable via EDI, LENS and EXACT, and is attached as Exhibit WNS-30.

V. PROVISIONING

__74. According to the FCC rules' 51.5, A>[p]rovisioning= involves the exchange of

information between telecommunications carriers where one executes a request for a set of
products and services or unbundled network elements or combination thereof from the other
with attendant acknowledgments and status reports.@ The acknowledgments and reports are
generaly firm order confirmations, completion notifications, and other types of order status

reports, such as those for missed appointments.

35



A. MECHANIZED NOTIFICATION

75. As previously mentioned, Bell South=s implementation of the EDI ordering system isin
compliance with the national standards established by the OBF (TCIF version 6.0).

However, this standard has not provided for returning information to the CLEC for orders
which contain errors. BellSouth is developing a mechanism to return information about
orders with errors. This mechanism will return an error code and an explanation of the error
to CLECsusing the EDI interface in an 855 or 865 transaction, which are the OBF defined
confirmation and completion transaction sets respectively. (Other rgjects are faxed to MCI
due to MCl=slack of committal to an ordering system, and the fact that there is no standard
for rgects) AT&T indicated that they are not ready to handle electronic rejects in November.
To accommodate other CLECS, theinitia version of this automated reject capability will be
operationa in November, 1997; the full version is scheduled to be operationa in the first
quarter of 1998, if the CLECs agree on the specifications. There are three different
electronic order entry interfaces for the CLECs - two used exclusively for local exchange
ordering, which have dightly different sets of capabilities for the CLECsin terms of access to
provisioning data. EDI isthe primary ordering interface; LENS is a secondary ordering

interface.
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The capabilities of both systems are described in the table below:

Ordersentered through EDI

Ordersentered through LENS

1.CLEC entersthe order (850 or
860 transaction).

3.CLEC enters the order.

4.A 997 (or negative 997)
transaction acknowledges (or
rejects) the order.

6.The LENS data formatter checks for
required fields and passes or regjects the
order.

7.0rder is accepted by the Local
Exchange Ordering (LEO)
database (see Exhibit WNS-26)
which performs edit checks.

9.Order is accepted by the Local
Exchange Ordering (LEO) database
(see Exhibit WNS-26)

which performs edit checks.

10.Order is tested for mechanized
order generation capability and
non-mechanized orders are routed
to the Local Carrier Service Center
(LCSC) for handling.

4. Order istested for mechanized
order generation capability and non-
mechanized orders are routed to the
Local Carrier Service Center (LCSC)
for handling.

12.Mechanized orders are passed
to the Local Exchange Service
Order Generator (LESOG) and
Service Order Control System
(SOCS) for mechanized order
generation.

5. Mechanized orders are passed to
the Local Exchange Service Order
Generator (LESOG) and Service Order
Control System (SOCYS) for
mechanized order generation.

14.Order errors are returned to the
LCSC for manua notification of
the CLEC and posted in LEO. (No
standard process exists to return an
order error in an 855 or 865 EDI
transaction.)

6. Orderserrorsare posted in LEO
where the CLEC and view them using
the LENS AView LSR IN ERROR@
screen.

16.0Orders without errors generate
aservice order in SOCS.

[ —

7. Orders without errors generate a
service order in SOCS.
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18.SOCS returns a Firm Order 8. SOCSrreturns a Firm Order
Confirmation (FOC) whichis Confirmation (FOC) which is posted in
posted in the LEO database and the LEO database. The CLEC can
returned to the CLEC as an 855 9| view the FOC using the LENS AView
transaction, which includes the . | FOC/CN@function.

class of service.

[ —

20.The order is processed by 9. Theorder is processed by
BellSouth. BellSouth.

2

1
22.S0CS returns a Completion 10. SOCS returns a Completion

Notice (CN) which is posted in the Notice which is posted in the LEO
LEO database and returned to the database. The CLEC can view the CN
CLEC as an 855 transaction, which | 3| using the LENS AView FOC/CN@
includes the class of service. . | function.

N

76.

In addition to FOCs and CNs, BellSouth also returns missed appointments/jeopardies

electronically viaEDI and LENS.

When a BellSouth service representative using RNS rel eases a service order, the system
returns a message indicating that the order has been issued. Thisis a confirmation that the
order has been released for processing by Bell South=s Service Order Control System
(SOCS), and is not a confirmation that the order has passed all SOCS edit checks. BellSouth
does not provide FOCs or Completion Noticesto itself asit doesto the CLECs. A copy of
the RNS message screen is attached as Exhibit WNS-31.

77. BellSouth provides CLECs with access to provisioning information in substantially the
same time and manner as BellSouth=s access for its retail customers. A CLEC obtains
provisioning information through the various ordering interfaces. Provisioning information

obtained through the EDI and EXACT interfacesis defined by the OBF. Copies of the EDI
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and LENS order acknowledgmentacknowtedgement screens are attached in Exhibits WNS-25 and
32 respectively.

B. MANUAL ORDER HANDLING

78. Two main conditions can occur which require manual handling of the order by the LCSC:

1) acomplex order, for which there is no mechanized service order generation for either
CLECs or BellSouth retail customers, or 2) the order causes an error condition during
mechanized orderingprocesing. Orders requiring manual handling are stored on the database
where the LCSC service representative retrieves the order. (Thisisasimilar procedure used
by the Bell South Business Office for retail customers)) The LCSC service representative
receives the error data and pullsputs up the associated service order. SOCS is accessed, the
error condition cleared, and the order released.

__79. If the service representative is not able to process the service order because of invalid,
incomplete or inaccurate information, arequest for clarification of the order is faxed to the
CLEC. The CLEC then issues a supplemental order to correct the error, or provides
clarification back to the LCSC viafax. Inthe latter case, the LCSC then clears the error
condition and releases the order.

C.LOCAL NUMBER PORTABILITY (LNP)

__80. CLECswill be ableto order Local Number Portability (LNP) via EDI coincident with our
LNP ordering policy, which isthat LNP orders will be taken two weeks prior to a switch
becoming live with LNP capability. (Interim Number Portability, INP, is orderable today.)
EDI will send the LNP order to an L SR router which will recognize it as an LNP order and

send it to an LNP Gateway. The LNP Gateway will perform enhanced tracking and
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customized reporting on LNP for the CLEC. Inthefirst quarter of 1998, the LNP Gateway
will also perform LNP service order generation, send the service order into SOCS, and
provide automatic FOC generation. (A separate affidavit by Keith Milner addresses LNP in
much greater detail.)

VI. MAINTENANCE AND REPAIR/TROUBLE REPORTING

_ 81l TheFCCrulesat ' 51.5 define maintenance and repair as involving Athe exchange of

information between telecommunications carriers where one initiates a request for
maintenance or repair of existing products and services or unbundled network elements or
combination thereof from the other with attendant acknowledgments and status reports.@

82. BellSouth offers a trouble reporting interface which is superior to that supported by
existing industry standards. BellSouth offers CLECs access to the same expert maintenance
and repair system that Bell South uses to handle local exchange trouble reports. This interface,
known as the Trouble Analysis and Facilitation Interface (TAFI), is described later in this
section. The TAFI functionality is superior to the limited functionality supported by the
industry standard for trouble reporting. TAFI allows arepair attendantattendent to clear
many trouble reports with the customer on the line, while the industry standard addresses only
functions such as electronically opening atrouble ticket or obtaining status information.
Although interfaces that merely conform with industry standards are inferior to TAFI,
BellSouth nonethel ess has agreed to develop such an interface at the request of AT&T by
November 1997. Additionaly, BellSouth offers CLECs use of the same TIM1 industry
standard trouble reporting interface currently used by the interexchange carriers to report

troubles for access services. These interfaces are described later in this section.
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83. BellSouth handles trouble reporting for non-designed (i.e., telephone number based)
servicesusing TAFI. If TAFI determinesthat atrouble report must be dispatched to a
downstream center or field work group, TAFI passes the trouble ticket to the Line
Maintenance Operating System (LMOS), which dispatches the trouble report to the
appropriate Instalation & Maintenance (I& M) work group. If the ticket needs to be handled
by a Central Office (CO) field work group, LMOS passes the ticket to the Work Force
Administration (WFA) - Dispatch In module, which loads the ticket to the next available CO
technician. No distinction is made in priority between tickets related to CLEC customers
versus tickets related to BellSouth retail customers.

84. BellSouth handles trouble reporting for designed (i.e., circuit ID based) services using
WFA, which has long been used by Interexchange Carriers (IXCs) viathe IXC gateway and is
available for CLECs as explained below. All the designed services trouble tickets are
generated in the WFA- Control module, which sends the tickets to either the WFA - Dispatch
In or WFA - Dispatch Out modules to be worked by either an inside (CO) work group or an
outside 1&M work group respectively.

85. Inall cases, BellSouth has provided CLECs with access to the maintenance and repair
function in substantially the same time and manner as Bell South=s access for its retail
customers. Asexplained below, BellSouth offers CLECs two trouble reporting systems,
depending on the type of service for which trouble is being reported.

A. TAFI

__86. For BellSouth=sretail customers, Bell South=s business and residence repair center

attendants use either a business or residence version of TAFI, respectively. TAFI isauser
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friendly interface that often enables trouble reports to be cleared remotely by the repair

attendant handling the initial customer contact, frequently with the customer still on the line.
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With this system, any repair attendant can correctly handle a trouble report on any Bell South-

provided basic exchange service.
87. TAFI automatically goes to the correct system associated with a given telephone number
and will execute the appropriate test or retrieve the appropriate data. For example, if a
customer were to report that the customer=s call forwarding feature was not working, the
TAFI system would check the customer=s records to see if the line should be equipped with
the feature and would electronically verify whether the feature has been programmed in the
switch serving that customer=sline. Once the TAFI analysis of the trouble is complete, TAFI
provides a recommendation of what is needed to correct the problem and in some cases
implements the corrective action. 1n the above example, TAFI might instruct the repair
attendant to have the customer contact the business office to add the feature or might correct
the trouble by implementing a trandation change in the switch to add the feature to the line.
88. TAFI isacommon presentation expert system (a human-to-machine interface with
intelligence to do diagnostics) that provides rapid, consistent, and efficient automated trouble
receipt, screening, and problem resolution. It is an interactive system that prompts the repair
attendant with questions and instructions while automatically interacting with other internal
systems as appropriate. TAFI also provides for the queuing of reports to enable the repair
attendant to work on several customer troubles simultaneously, and it provides on-line
referencetools. TAFI can also be used to view maintenance histories.
89. BédlSouth has provided CLECs with access to its TAFI system in substantially the same
time and manner as BellSouth=s access for itsretail customers, as shown in Exhibit WNS-33.

The CLEC TAFI system contains al the functionality described above that is contained in the

43



BellSouth TAFI system. In some respects, the access is superior, because the CLEC TAFI
system combines the functionality of the separate business and residence versions of TAFI
used by BellSouth=s repair attendants. This gives the CLEC a single system for all types of
basic exchange service trouble reports. In addition, by providing accessto TAFI, BellSouth is
making available to CLECs the functionality inherent in the many systems with which TAFI

connects, such as LMOS, on the same basis as Bell South retail personnel obtain such access.

90. There are two minor differences between the CLEC TAFI system functionality and the
BellSouth TAFI system functionality: 1) a security step that occurs electronically and nearly
instantaneoudly, and 2) as already noted, the CLEC TAFI system handles both residence and
business troubles while Bell South uses a separate TAFI system for residence and business.
The CLEC TAFI system contains a security screening step that is required to ensure the
confidentiality of each CLEC=s information, because the CLEC TAFI system will be used by
repair attendants from multiple CLECs.  TAFI identifies each CLEC=srepair attendants by
company and allows each CLEC=s repair attendants to access records only for that CLEC=s
customers. This process typically takes about 2-3 seconds. Once that validation check has
been performed, the CLEC repair attendant has access to the full range of TAFI functionality
that is available to BellSouth repair attendants for both business and residence exchange

Services.

91. BellSouth=s personnel do have access to the CLECs= records, since some CLECs choose
to have BellSouth process trouble reports for them during a three way call (between the
CLEC=s customer, the CLEC, and a BellSouth repair center). However, the BellSouth repair

service center personnel are notified by the system that the record isa CLEC record, and are
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instructed to re-direct any reports that come direct from the CLEC=s end users in a manner
specified by the CLEC.

92. The function and sub-function menus included in Exhibit WNS-34 provide an indication
of the depth of TAFI=s ahilities to process troubles. Even for trouble reports on complex
services that involve exchange services, such as MultiServ7 service or PBX trunks, a CLEC
can use TAFI to input trouble reports, obtain commitment times, and check the status of
previously entered reports. (TAFI cannot be used, however, for testing or clearing of troubles
for complex services. These are handled manually, just as Bell South handles them for its own
customers.) A CLEC aso can use TAFI inthismanner to handle troublesreporttroubles
associated with unbundled network elements that can be identified with a telephone number,
such as unbundled ports or interim number portability.

93. Exhibit WNS-34 provides examples of the screens seen by both CLEC and BellSouth
repair attendants for a trouble report involving the call forwarding feature. The nature of the
trouble report determines which of the numerous screens would be seen by both CLEC and

BellSouth repair attendants. No matter what the situation, both CLEC and Bell South repair
attendants have access through TAFI to substantially the same information and functions.

94. BellSouth provides two ways for CLECs to connect to TAFI: Dedicated Local Area

Network (LAN-to-LAN) connections; and Dial-up connections. TAFI has been in production
mode for approximately seven months as of October 31 with one CLEC, and no major
problems have occurred with that CLEC or any other. Eighteen CLECs are now actively

using CLEC TAFI.

B.TIM1IXC INTERFACE
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__95. CLECs have other options for eectronic trouble reporting. BellSouth offers CLECs use
of the same T1M1 industry standard trouble reporting interface currently used by IXCsto
report troubles on access services. CLECs can use this interface for trouble reporting on
designed (circuit ID based) services, such as resold complex private line services, or
interconnection trunking and designed UNEs. This I XC gateway is a machine-to-machine
interface. Also, the Exchange Carrier - Common Presentation Manager (EC-CPM)
electronic interface was made available to the CLEC community as of March 31, 1997. EC-
CPM allows the CLEC to initiate trouble reports for designed resale services and UNEs
interactively into BellSouth=s WFA-C system. BellSouth offers two alternative ways for a

CLEC to access the Bell South EC-CPM:

Dedicated Local Area Networks (LAN-to-LAN) connections; and

Dial-up connections.

96. The interface specifications are available to any CLEC who wishes to develop and use the
WFA-C €electronic interface capability, just as has been true for IXCs for quite sometime. As
of October 22, 1997, no CLECs had opted to use this capability.

C.EC TROUBLE ADMINISTRATION GATEWAY -TiIM1 LOCAL INTERFACE

97. Asmentioned earlier, at AT& T=srequest, BellSouth has agreed to develop alocal
exchange trouble reporting system similar to the existing interexchange carrier gateway,
known as the Electronic Communications Trouble Administration Gateway. This Gateway is
based on the TIM 1 standard for repair and maintenance of local service. Thisisan electronic
interface for non-designed and designed services and UNE trouble reports. Thisisan
application-to-application gateway which has been developed for InterLATA carriers using
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ANSI T1M1.227 and 228 standards as sanctioned by the Electronic Communications
Implementation Committee (ECIC), and will be available in November, 1997. All of these

interfaces will be available to any other requesting carrier.

D. ADDITIONAL MAINTENANCE ISSUES

98. In state proceedings, many competitive carriers observed that TAFI is not industry-
standard. Thisistrueinsofar as TAFI is superior to the industry standard for trouble
reporting, which addresses only functions such as electronically opening atrouble ticket or
obtaining status information. BellSouth uses TAFI inits own retail operations, and in order to
provide CLECs with access to Bell South=s repair and maintenance systems in substantially
the same time and manner, BellSouth offers CLECs full TAFI functionality.

99. There have aso been questions about expedites and escalations, which are addressed in
the Local Competition Operational Readiness document prepared for the DOJ, which is
Exhibit WNS-52.

VIl. BILLING INTERFACES

_100. The FCC rules statein* 51.5 that A[b]illing involves the provision of appropriate usage

data by one telecommunications carrier to another to facilitate customer billing with attendant
acknowledgments and status reports. It also involves the exchange of information between
telecommunications carriers to process claims and adjustments.@ David Hollett=s affidavit
describes Bell South=s non-discriminatory billing process. This section describes the billing

interface for daily billable usage information Bell South provides to the CLECs.
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101. BellSouth provides CLECs with access to billable usage information in substantialy the
same time and manner as BellSouth=s access for its retail customers. Bell South uses two billing
systems to hill its end user customers. Depending on the services provided, the same customer
will receive two types of bills. For services ordered from the General Subscriber Services Tariff
(GSST) and the Private Line Services Tariff (PLT), BellSouth renders bills from CRIS. For
services ordered from the Access Services Tariff (AST), BellSouth renders bills from CABS, even
if the access servicesis ordered by and billed to the end user customer. This means that one end
user with services from both billing systems will receive both CABS and CRIS bills. BellSouth=s
non-discrimination obligation is to provide new entrants with access to information and functions
in substantially the same time and manner as Bell South=s access. BellSouth currently does just
that.
102. While BellSouth has agreed through the negotiation and arbitration process with some
CLECsto provide a CABS-formatted bill for services that normally would be billed through
CRIS, a CABS-formatted bill for all servicesis not a requirement for non-discriminatory
access. BellSouth began testing the CABS formatting capability with CLECsin July, 1997.
BellSouth provided CRIS bills and CABS formatted CRI S billsin August and September
1997.
103. The billing interface that is relevant to Bell South=s non-discriminatory access obligation
with respect to billing information is an electronic interface for customer billable usage data
transfer, known as the Billing Daily Usage File. It isan optional interface that provides
CLECswith adaily file including items such as directory assistance or other billable usage

associated with aresold line, interim number portability account, or unbundled network
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element such as an unbundled port. The specific types of data provided include: intraLATA
toll, billable local calls, billable feature activations, operator services, WATS800 service, and
any service for which there are charges for usage. The file provides billable call detail records
in a Bellcore-supported, industry-standard format known as Exchange Message Record
(EMR) format, and is offered with several methods of data delivery.

A.CLEC DAILY USAGE FILES (ODUF)

_104. TheDaily Usage Files are created and data linked (electronically transferred) to the

CLEC through a CRIS software application called ODUF (OLEC Daily Usage File -- OLEC
isan acronym for Other Local Exchange Carrier). The CLEC has two options for obtaining
Daily Usage Files: via CONNECT: Direct to transfer the Daily Usage Files to the CLEC
electronically; and via a magnetic tape, which will be mailed to the CLEC.

105. ODUF was implemented in March 1996 for CLECs= use, and interconnection testing

was conducted with alarge CLEC at that time.—Since then-anumber-of CLECs have

processedvia OPBUF. Since then a number of CLECs have implemented the ODUF interface,

and over 1 million CLEC hillable usage records have been processed via ODUF.

106. The ODUF does not currently contain the usage data which would alow a CLEC to bill
an interexchange carrier for the provision of access. BellSouth is developing the capability to
include this information as an enhancement to ODUF. Until ODUF has been enhanced,
BellSouth will provide thisinformation in paper form which will enable a CLEC to hill for the
provision of access.

107. Usage datais provided via ODUF in substantially the same time frame asiit is available
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to BellSouth (see Exhibit WNS-53). In addition, for CLECs that choose the option of
receiving rated usage, the billable call detail records are provided in a manner that is not only
non-discriminatory, but also adds significant value compared with the original message
recording BellSouth receives from its switches. BellSouth performs extensive processing to
add such details as the AFrom Place, @ATo Place,@jurisdiction, retail charge, and other items
in each call detail record. Regardless of whether the CLEC chooses to receive unrated usage
or rated usage, Bell South performs extensive edits to ensure the integrity of the data.
BellSouth runsits billing system every work day. Usage processing begins each morning and
the billing system cycle completes the following morning with the creation of actua bills. For
CLECs that establish electronic data transmission capability with BellSouth, the usage is then

transmitted immediately.

A.ADDITIONAL BILLING ISSUES

108. The ODUF billing is sent to the CLECs when the CRIS account is updated to show the
CLEC=shilling record ownership. With the initia transfer of an account from BellSouth to a
CLEC, BellSouth may sometimes accumulate usage for a few days before recognizing that the
usage belongs to a CLEC and needs to be sent via ODUF. This can occur if an error existsin
the CLEC=s service order, thus preventing the order from posting in CRIS. When the service
order error is cleared, the CLEC account is established in CRIS, and billing records are sent
out via ODUF.

VIII. SYSTEM AVAILABILITY,ACTUAL USE,AND MEASUREMENTS

A.AVAILABILITY

_109. Exhibit WNS-35 summarizes Bell South=s currently available electronic interfaces for
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each function, and provides the availability of each. Exhibit WNS-36 shows the systems=
scheduled and actual hours of availability. Where the same systems are accessed, such as the
pre-ordering databases RSAG, ATLAS, DSAP, and PSIMS, the hours are the same for
CLECs and for BellSouth.

B. RESPONSE TIME

110. Additionaly, BellSouth has obtained data to compare response time intervals required
for a CLEC transaction using LENS to perform certain OSS functions with the response time
intervals required for aBST retail transaction using RNS to perform the comparable function.
Measures of system response time intervals are shown in Exhibit WNS-37. The LENS data
covers late September through October 10. The data has been limited to this time period
because measurements taken beginning late September reflect newer, more consistent
measures with RNS. The RNS data covers 12 hardware sites within the Bell South region for
atwenty-day period (September 10-30). BellSouth has standardized the RNS and LENS
data collection criteria and measurement. The existing data demonstrate that BST is
providing non-discriminatory accessto BST=slegacy systems.

C.ACTUAL USE

111. CLECscurrently use each of BellSouth=s interfaces, and the numbers continue to
increase. Exhibits WNS-38, 39, and 40 show the actual CLEC usage of EDI, LENS, TAFI,
and the billing Daily Usage File. These figures apply to all CLECs in the BellSouth region
using these systems. -The EXACT system has been available for about 12 years. The
BellSouth CLEC EDI interface has been available since December, 1996. EDI itself has been

used in commerce for about 30 years. TAFI has been available since March 28, 1997; LENS
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has been available since April, 1997, and DUF since March 31, 1996.

D. ORDER FLOW-THROUGH

112. Another area of continued discussion involving the OSs is the amount of flow-through
for orders placed through the electronic interfaces. Exhibit WNS-41 provides LSR flow-
through data for the months of July and August. The exhibit reflects the number of LSRs by
CLEC aong with the associated error volume. BST analysis of these orders shows that in
July, August, and September, CLEC caused errors represented 50%, 87%, and 82% of the
total errors respectively. Each of these errors was individually returned to the CLECs by the
L CSC with notes explaining the error, along with regular summaries of the ordersin error.
113. Exhibit WNS-41 also shows the effect on flow-through if the CLEC errors were
eliminated. The flow-through results based on BST=s internally controlled OSS functionality
and data input (excluding CLEC input errors) was 57% for July and 91% for August. This
significant increase in adjusted flow-through is based largely on the actions Bell South took
immediately after the July analysis to correct the internally caused error conditions. Nine
categories of errors were determined. By August 4, six of the nine error categories had been
fixed by BellSouth and the remaining three were fixed by September 1, 1997. The September
flow-through rate is misleading at 89% due to the fact that 1 CLEC caused 66% of the total
September errors, and had an error rate itself of 71%. BellSouth is working with this CLEC
to continue to pursue flow-through improvements.

E. EXACT, EDI, L ENS USAGE—Exhibits WNS—show the-actual-CLEC-usage-of EDI;
EENSand TAF

114. EXACT issubstantially the same mechanized process that 1 XCs have used for years to
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order access trunks, and as such, is a Atried and true@process with which both BellSouth and
many potential CLECs have significant experience. Asof September 30, 1997, four CLECs
currently use EXACT to process local interconnection orders. Asof September 30, 1997,
one CLEC isusing EDI, and four CLECs are using EDI-PC. Twenty-four CLECs are using
LENS to conduct business with Bell South, while 39 additional CLECs have been trained in

LENS as of October 28, 1997.

F. TAFI USAGE

115. The TAFI system for CLECs was released in March, 1997. The electronic bonding
trouble reporting interface has been available since December, 1995. Asof September 30,
1997, 18 CLECs have entered trouble reports via TAFI. BellSouth aso has conducted TAFI
training for personnel from 22 other CLECs, and Bell South maintains aweekly CLEC training
schedule. The electronic bonding trouble reporting interface currently isin use by two
interexchange carriers that also are CLECs. BellSouth built the CLEC TAFI system based on
forecasts provided to BellSouth by the CLECs. There exists today a substantial level of
available capacity for additional CLEC trouble reporting. (TAFI has the capacity to support
2600 troubles per hour, and we=ve seen 3463 troubles total for the period June - September,
1997.)

116. To help reduceinvalid CLEC input error messages into TAFI, BellSouth is working on
an enhanced owner validation work-around which will be available in December. This work-
around will use pending service order datato validate that the CLEC is the owner for repairs
due the same day the customer changesto a CLEC. TAFI currently uses the CRIS system to

validate the record owner, and CRIS is updated the day following order completion. Thus, if
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the CLEC enters atrouble report on the same day the customer changes to that CLEC, an

error occurs. The new work-around will prevent these errors.



G. ODUF USAGE

117. Thebilling daily usage file has been available to CLECs since March, 1996. An AT&T-
requested modification to the original design also was completed in September, 1996, and is
available for al CLECs. BellSouth has 14 CLEC customers now receiving the daily usage
files (DUFs). Ten other CLECs are currently working with BellSouth in preparation for
receiving daily usage. There exists today a substantial level of available capacity for handling
additional CLEC demand. To illustrate this, the September volume was 1.876 million DUF
records total for all CLECsfor al Regional Accounting Offices (RAOs). The DUF capacity is
40 million records per day.

H.SYSTEM TESTING

_118. BelSouth=s OSS interfaces have been subjected to extensive internal testing. Aswith
any other software development effort, testing generally consists of five steps. In generic
terms, the first of these is unit testing, in which small units of programming code are tested
independently by the software developers. For example, in LENS a small unit of code is used
to handle asingle field, such as the street name, for the address validation function. The next
step is called string testing, in which the smaller units of code are strung together and tested
using test input datain atest database with a planned set of expected results. Thethird stepis
called system testing, in which units of code are tested at a subsystem and then at a complete
system level. For example, the address validation subsystem in LENS was tested separately
prior to testing the complete LENS system. This step verifies that the software meets the
identified business requirements for the system. The fourth step is interoperability testing,

which tests the hardware, software and network interfaces between the new system and
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external systems. For example, this stage of LENS testing verified that the connections
between LENS and the pre-ordering databases were operating properly. Thelast stepis
called acceptance testing, which involved BellSouth personnel, other than computer
professionals, testing the systems to determine whether the systems met the business
requirements provided to the systems developers.

119. BellSouth has conducted functional and capacity stress testing on the EDI and LENS
interfaces. (Such testing of the other interfaces is not needed because they have been tested
through actual operations.) Testing included functional testing and capacity stress testing to
verify that the interface could handle the planned volumes. IBM was also engaged to perform
apreliminary review of the volume testing approach being used to validate that Bell South=s
CLEC interface systems can handle the projected loads and to provide input on how the
testing could be improved. Specific objectives were to: 1) audit the volume test approach, 2)
provide input on data collection and reporting of results, and 3) evaluate the potentia use of
alternative tools to facilitate the testing approach. I1BM reported in May, 1997, as follows:
AThe test approach isin the construction phase. With the anticipated refinements, it appears
adequate. The data gathering, data points, and report layouts are in the design phase, and
appear acceptable. Given the schedule constraints, aternative tools are not recommended at
thistime.@ The full IBM report is attached as Exhibit WNS-42. IBM=s recommendations
have been incorporated into Bell South=s testing plan. Moreover, a contract isin place with
IBM to have them review results of a multi-day demo of the CLEC interface systems under
load conditions. The review is expected to be completed by mid-December, 1997.

Additionally, BellSouth is using a Bellcore web test tool for LENS testing..
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|.SYSTEM CAPACITY

_120. BelSouth has, in addition, conducted volume testing, also known as |oad testing, to
determine the capacity of its systems. Based on volume testing, the combined capacity of
BellSouth=s EDI and LENS ordering systems including the mechanized order generation
capability in LESOG, has been verified as being at least 10,000 local service requests per day,
which is double the forecasted capacity for which these systems initially were designed. These
volumes are depicted on Exhibit WNS-43. It isimportant to note that local service requests
do not equate to lines, because a single service request can involve multiple lines.

121. BellSouth based the size of the initial systems capacity of 5000 local service requests a
day on its forecast information for 1997, which incorporated available CLEC forecasts.
BellSouth requested and received some CLECs= forecasts, and based its capacity plans for
these systems on the summation of all the CLECs= forecasts. For effective system capacity
management, of course, all CLECs must cooperate in providing appropriate forecast
information that can be used to estimate their system usage. Exhibit WNS-44 shows
BellSouth=s forecasts for the Electronic Interfaces.

122. This capacity can be readily increased if necessary. For LENS and LESOG, Ahot
Spare@arrangements, i.e., additional processors, are already in place, which could again
double the capacity within one week to 20,000 orders per day, as shown in Exhibit WNS-43
Note 1. These processors protect not only against unforeseen demand surges but also against
equipment failure. For EDI and LEO, the additional capacity is available because these
systems are operating on a small portion of large, well-established mainframe systems, and

significant available capacity exists on both mainframes.
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123. LENS has additional capacity for pre-ordering transactions. This interface was designed to

support multiple pre-ordering transactions for the expected daily combined volume of CLEC

orders.
124. Although BellSouth has established through load testing that the systems could sustain
the forecasted volumes, Bell South maintains test copies of the systems for ongoing stress
testing. Stresstesting is designed to determine the true upper limits of the systems. Exhibit
WNS-45 shows the volume test results.
125. BellSouth has tested the LENS and EDI systems with CLECs. Aseach CLEC is added
to LENS, BellSouth works cooperatively with the CLEC in a process known as Aconnectivity
testing,@which ensures that the connections between Bell South and the CLEC are working
properly. BellSouth also has engaged in extensive EDI testing with AT&T called Service
Readiness Testing (SRT) which we have been conducting since February 10, 1997. This
testing has showed EDI to be areliable system for transmitting ordering data.
126. CLEC ordering activity has not yet approached the forecasted volumes. The combined
peak daily ordering volume over the EDI and LENS interfaces has thus far been 1416 orders.
The current capacity is at least 10,000 orders per day. BellSouth established the capacity for
these systems (such as this 5,000 orders per day) based on a series of discussions and
negotiations with CLECs, as well as on internal BellSouth forecasts. Exhibit WNS-46 shows
BellSouth=s total order processing data, which includes L SRs received electronically and
manually for report week, LSR clarifications for report week, the average report week FOC
cycletime including clarifications, average report week FOC cycle time excluding

clarifications, and average clarification cycle time.
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127. To ensurethe CLEC TAFI system could handle commercial volumes, Bell South repair
attendants from Bell South=s business and residence repair centers used the CLEC TAFI system in
alive mode to process actual trouble reports from Bell South retail customers from March 17,
1997 until April 16, 1997. During that month approximately 10,000 customer trouble reports
were successfully processed using asingle CLEC TAFI processor.
128. The TAFI maintenance and repair interface has the capacity to support 130
simultaneous users with a volume of 2600 troubles handled per hour for the BellSouth region.
A Ahot spare@arrangement also isin place for TAFI. This can be activated almost
immediately if necessary, and would increase capacity by an additiona 65 users and 1300
troubles per hour, for a combined total of 195 simultaneous users and 3900 troubles handled
per hour. The spare arrangement also protects against equipment failure should one of the
primary processors fail. This capacity can be readily increased if necessary. Additional
processors can be added within 60 days.
129. The current capacity of the CLEC TAFI system far exceeds the usage to date, and TAFI
will accommodate additional potentia users aswell. One hundred ninety-eight (198) users
from 18 CLEC companies generated a cumulativecombined total of 3463 trouble reports on
TAFI for June through September. Over 1000 reports were generated in September. The
current capacity of 2600 reports per hour exceeds what is required to support the expected
number of repair reports associated with the forecasted volume of CLEC lines. In state
regulatory proceedings AT& T has questioned whether this capacity is sufficient given that
AT&T aone has approximately 300 repair attendants; however, AT& T also hastestified that

it has no plansto use TAFI. Instead, it will rely on the interface Bell South is developing at
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AT& T=srequest, based on AT& T=s specifications.

130. BelSouth has engaged in connectivity testing to TAFI with each new CLEC. If the
CLEC isusing dia-in, it authenticates to the dial-in network, connects to TAFI, and receives
alogin prompt indicating TAFI connectivity is established. If the CLEC isusing aLAN-to-
LAN connection, it configuresits LAN, clickson a TAFI icon, and receive alogin prompt
indicating TAFI connectivity is established.

131. BelSouth hastested its CLEC daily billable usage file. In order to test both the service
order process and the new applications for delivery of daily usage data, Bell South established
test accounts for resale in the production environment. Employee accounts and certain official
company lines were Atransferred@to an internally-defined reseller for the test. The service
order flows were monitored and verified for both residence and business accounts. Usage
associated with the test accounts was captured and flowed to the Daily Usage File application
to test the process. Since the end-to-end test data contained limited volumes, data was also
developed to further test the Daily Usage File functions for higher volumes prior to their
deployment more than a year ago.

132. Because the daily billable usage information files are generated through mainframe-
based systems with existing spare capacity, Bell South has not identified any constraints to its
capacity to process daily usage filesfor CLECs. The average dailly message volume delivered
to the CLECs during June was 33,753 messages per day. The average number of messages
sent per day in July was 51,274. In August, the average was 97,289 for the CLECs receiving
daily usagefiles. September=s average messages per day was 134,021.

133. BellSouth tested its processes for providing the billing daily usage file. In addition to
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theinitial testing conducted to validate the process prior to offering the service, BellSouth
conducts individual tests with each CLEC before establishing adaily production feed.
BellSouth provides a comprehensive test file containing many examples of record types that
the CLEC may encounter in the live environment. The test data is delivered in the manner
specified by the CLEC, i.e., magnetic tape or data transmission. BellSouth also conducts
testing in a Alive@mode if a CLEC requestsit. The CLEC can actually establish Alive@
accounts, such as services involving the CLECs= employees, or friendly users, and place test
calls of varying types while keeping manual records of each call. BellSouth deliversthe
associated billable usage in the production mode, and the CLEC can verify that the daily usage
records match the test calls that were made.

134. Exhibit WNS-47 depicts the LCSC=s manual capacity to augment the electronic
ordering capacity. The LCSC can process an additional 3325 orders per day, and is handling
1625 orders per day. The LCSC aso has contingency plansto increase its manual capacity if
needed: it can expand its service representatives= work hours to twelve hours for six days a
week (this would be atemporary implementation); it has trained severa auxiliary groupsin
local service orders input, who can amost immediately augment the LCSC=s force by 85
service representatives.

135. BellSouth will manage the capacity of its CLEC interfaces using the same process of
monitoring usage and making needed adjustments that is used to manage Bell South=s other
computer systems.

| X. TRAINING, DOCUMENTATION AND OTHER SUPPORT

_136. BelSouth provides CLECs with training and appropriate system user guides and other



information. The most recent of Bell South=s ongoing series of CLEC conferences, which
included systems demonstrations and hands-on experience with the systems, was conducted
June 24-26, 1997. Additionaly, BellSouth publishes to the CLECs advance notice of major
release systems changes, as was done in September announcing the October 6, 1997 release=s
new features. BellSouth also updates the documentation to reflect systems changes.

137. Initia LENStraining was held May 13, 1997 at the Bell South Learning Center in
Atlanta. Invitations were sent to all CLECs that had signed interconnection agreements or
were in the process of negotiating agreements. During the training the CLEC representatives
sat at computer terminals. The BellSouth trainer guided them step by step through pre-
ordering inquiries and order processing. As many as eight BellSouth staff members, in
addition to the trainer, helped the CLEC representatives as they worked through the exercises.
138. BellSouth also instructs CLECs= trainers at a BellSouth lab in Birmingham. CLECs
are offered this training as part of the interconnection process. During LENS training the
CLECs are provided with a LENS User Guide, which is provided as Exhibit WNS-48 and is
available on the Web - updated as of September 20, 1997. BellSouth also has provided
technical assistance at CLECs= premises.

139. Training on EDI is different, because a CLEC has the option of developing its own
systems on its side of the EDI interface. For example, Bell South has worked extensively with
AT&T to develop the EDI ordering interface, and has worked cooperatively with AT&T as
AT&T bringsits ordering processes on-line. The documentation for Bell South=s EDI
interface is contained in the multi-volume Local Exchange Ordering Implementation Guide

(Exhibit WNS-49) which is available on the Web. CLECs have criticized BellSouth in state
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proceedings for revising and updating this documentation; however, Bell South began its
implementation of EDI before the industry undertook its more detailed work on the standards.
Asthe industry work progressed, the implementation guides have been updated to reflect
changes resulting from the standards developed by the OBF. This Implementation Guide also
contains the required USOCs/ordering codes and valid combinations that constitute business
rules. LCI complained about EDI training, but had also send BellSouth a letter of
appreciation on the EDI training they had received in July.

140. For CLECs choosing to use the off-the-shelf, commercialy available version of EDI
desktop software, EDI-PC, training and documentation is provided by Harbinger, the third
party that developed the software package based on Bell South=s specifications. Training for
this software package is covered in the CLEC conferences, and is available directly from
Harbinger (Exhibit WNS-50).

141. TAFI training is provided at Bell South=s Birmingham training lab. CLECs are offered
this training as part of the interconnection process. During this training the CLECs are
provided with an approximately 350-page TAFI User Guide. A copy of this guide is provided
as Exhibit WNS-51 and is available on the Web.

142. BellSouth offers Ahelp desk@support for CLECs using itsinterfaces. A help deskisin
place to handle LENS and TAFI problems. That desk is staffed from 8:00 am. until 5:00
p.m. Central time. After hours assistance is available via pager access. Information on the
help desk isincluded in both the LENS and TAFI user guides. BellSouth=s EDI Central
group handles EDI matters for Bell South=s other EDI applications, such as those involving

the exchange of information with BellSouth suppliers. CLECs= EDI problems requiring
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BellSouth involvement are handled by BellSouth=s EDI Central group.

143. BellSouth provided generic training on the daily usage file at the CLEC conferences
held in December 1996 and April 1997. The Billing Administrators in the Bell South
Customer Billing Services organization serve asinitial contacts for CLECs with questions
about either their monthly bills from BellSouth or their daily usage files. They involve the
appropriate subject matter experts needed to respond to any needs the CLECs may have. In
preparation for establishing daily usage file service for each individual CLEC, BellSouth
personnel from both Customer Billing Services and Information Technology routinely
participate in numerous meetings and conferences with the CLEC to explain the service,
respond to questions, review test results, coordinate installation of data transmission capability
if needed, and resolve any issues that may arise. General Daily Usage File information is
provided in the CLEC Daily Usage File (CDUF) Requirements Document, which is Exhibit A
of the contract CLECs sign to obtain this service. (CLEC contracts approved by the
Louisiana PSC are included in Appendix B of BellSouth=s application for interLATA relief in
that state.)

144. CLECs have indicated during state proceedings that updates to Bell South=s CLEC
interfaces have forced them to train their personnel, undertake development work on their

own systems, or make other ongoing adjustments. The implication is that the changes and

enhancements are somehow discriminatory. Because

funetionsto-be-maintained—Bel | South continuously updates and improves its internal systems,

it must continuously must train its personnel; it is reasonable to expect CLECs to do the same
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when they use updated and improved systems. For example, BellSouth=s retail service
representatives who use RNS are trained with each monthly release. That CLECs must keep
pace with smilar changes is inevitable and desirable, not discriminatory.

145. Finally, Exhibit WNS-52 is the Local Competition Operational Readiness document,
dated October 20, 1997, prepared in response to various questions posed by the DOJ. It
contains descriptions and diagrams of the systems, centers, manual processes and process
flows for pre-ordering, ordering & provisioning, maintenance & repair, and billing; and a
glossary. It isathorough, comprehensive document intended to provide an overview of al of
the process and systems described in both this affidavit and my affidavit describing
performance measures, and to assist in understanding the rel ationships between the various

processes, systems and measures.

X. SUMMARY

146. In summary, BellSouth=s interfaces provide CLECs with access to the required
information and functions in substantially the same time and manner as Bell South=s access for
itsretail customers, and therefore conform to the FCC=s definition of non-discriminatory

access.
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147. | hereby swear that the foregoing is true and correct to the best of my information and
belief.

William N. Stacy

Assistant Vice President

| nterconnection Services

BellSouth Telecommunications, Inc.

Subscribed and sworn to before me this 4th
day of November, 1997.

Notary Public
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